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Aorora Back Today

“Strength and growth
in our corporate value”
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Financial Highlights
Consolidated Maons of Yeny
Years ended Manch 31 R | 2006 2004 2003 2002
Operating income AT1,946. 123,679 113,788 109,748 106,700
Operating profits ST 61,4400 45,693 7.606 8,920 14,355
Nat income 1200194 89,803 30,630 23,378 18,703
Capltal stock 419,781 . 419,781 419,781 419,781 419,781
Total stockholders’ equity | 723,366, 811,806 526,848 497,614 477,046
Total assetls 5895947 | 4,775,488 5,176,005 5,885,642 5,684,072
Debentures ©1,060,331 847,903 1,054,973 1,470,128 1,468,193
Deposits {Note 1) 3196307 2,374,693 2,588,030 2,537,175 2,164,841
Loans and bills discounted " 3,136255..| 2,666.389 2,965,552 3,258,603 3,207,993
Securities . eza 154,‘f.' 1,128,650 964,964 1,350,036 1,054,019
Total stockholders' equity : -

per share {yen) 153 74 116.60 85.63 75.29 68.07
Basic net income per share (yen)| - 41. 14 30.48 9.54 7.02 6.37
Consclidated capital adequacy

ratio (domestic standard) 19.47% 18.70% 15.86% 13.30% 14.05%
Tier | ratio {domestic standard) ) 19.12% 18.31% 15.01% 12.51% 12.88%
Raturn cn equity (ROE) (Note 2) . 30.41% 30.29% 11.86% 9.79% 8.24%

Notes: 1. Includes negollable certificates of daposit (NCDs)
[Net income — Dividends pald on prefemad atock)

2.ROE= [ otal stockholdars’ equity

Number of preferred sheres

x lssue

ota! stockhalders' equity _

Number of prelermed shares Issue)]

at bagnning of e~ outstanding at beginning of tem prba at and of term ~ ouistanding at end of term * prica

Non-Consolidated Witlons of Yor)
Years ended March 31 2006 | 2005 2004 2009 2002
Operating income 163,681 - 113,816 105,335 101,633 100,984
Business profit before general ) .

loan-loss reserve 64,201 49,690 42,463 33,479 25,925
Operating profits 60,729 43,733 7,309 7.437 13,708
Net income '119.920 ) 86,8508 31,854 22,876 18,563
Capital stock 419,781 419,781 419,781 419,781 419,781
Total stockholders’ equity 720; 447 609,524 527,582 496,918 476,166
Total assets 6 005,204 4,784,328 5,188,071 5,805,314 5,687,366
Debenturas 1,084, 331 - 851,983 1,058,873 1,473,126 1,470,193
Deposits (Note 1) 3 211 ?09-'_ - 2,380,471 2,607,081 2,555,905 2,177,240
Loans and bils discounted '3, 025 391 2,605,381 2,969,770 3,271,087 3,304,379
Securities 7_1 7976237 1,234,662 971,763 1,356,754 1,060,690
Total stockholders’ equity ' o

per share (yen) 15270 114.80 85.89 75.08 87.76
Nat income par share {yen) 41.07 29.41 10.01 6.84 532
Capital adequacy ratio ‘ ‘

{domestic standard) 19.55% 18.77% 15.65% 13.26% 14.00%
Tier ! ratio (domastic standard) -18.92%" 18.15% 14.99% 12.47% 12.83%
Return on equity (ROE) (Note 2} - 30.57%: 28.31% 12.44% 9.58% 8.21%

Noles: 1. tncludes negotiatile certificates of deposit (NGDs)
{Net lncome - Dividends pald on prejerred stock)

\al stockholders’ equity
&t beginning of lerm

Long-Term Credit Ratings

2.ROE=[

Number of profomed shares
anstamirullburﬂngnflmn ndco

(fuh!mmm Nurmber of prefarmed shams rssun)] 2

oltstanding at end of tarm — price

JCR A Moody's Baai
R&l A- Standard & Poor's BBB+
{As of June 28, 2006) Fitch Ratings BBB+

* Yen emounts atated in millione of yan have baen truncated. Amounts expressed In biflens of yen have bean roundad to the nearest ¥0.1 bilion,
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o wtl of aur partnws
nround the world

To all of our partneré around the world,

| am proud to announce that all of your ongoing hard work, support and sacrifice has
resulted in an Aozora Bank that is now stronger, more flexible and better able to serve its
customers than at any other point in its nearly 50 years of doing business in Japan.

Our Bank has just closed a landmark fiscal year, during which it earned record profits,
reached unprecedented levels of financial security and strength, and returned to a rapid
pace of growth. The work we have put in over the past few years has instilled newfound
vitality that can be seen in all of the Bank's activities. Aczora Bank new has a leaner cost
base, a higher quality of capital and more efficient operations, along with the transpar-
ency and risk management systems to maintain these new best-in-class standards. Also
we have redefined the Bank’s corporate culture to be more outward looking, more flexible,
and with greater potential for reward. The sum of these efforts has taken Aozora Bank to
the highest standards of excellence it has ever set for itself. { would like to take this
opportunity to sincerely thank all of our partners—our customers, stakeholders and
employees and their families—for their continued contributions to these efforts.

The Aozora Bank Story

At Aozora Bank, we are proud of our history and the rofe the Bank has piayed in the
shaping of modern Japan. Under the name Nippon Fudosan Bank (established in 1957)
and later, Nippon Credit Bank, our Bank was a key financial institution that supported the
massive infrastructural development of Greater Tokyo throughout the 1960s, 1970s and
1980s. But despite our past successes, and like many other fine financial institutions at
the time, we could not escape the effects of what became a monumenta) structural failure
within the Japanese financial services sector.

In the aftermath, however, Aozora Bank has risen to the challenge. Within the guide-
lines of the Business Revitalization Plan (BRP) and with the continued suppert of public
funds, Aozora Bank has systematically reviewed, remade and re-energized every part of its
business. Throughout this process, the resolve and dedication of our people, as well as
the culture of excellence that has always been part of the Bank, have driven us to exceed
even our own expectations. Since the BRP was put into place, non-performing loans have
been reduced from 14.19% and now represent only 0.68% of total credit. Our Tier
Capital ratio has increased to 19.12%, from 12.88%, and revenue is up 67.2%, while
the expense ratio has decreased to 40.7% from 60.0%. As a result, business profit has
grown by 147.6% and net income has increased by 546.0%. Looking at these numbers,
as well as the potential for further growth and improvements in efficiencies in ¢oming
years, it’s apparent that all of us at Aozora Bank can confidently say, “We're back!”

Pursuing a Partnership Philosophy

To say that we're back certainly does not mean that we're the same. The challenges that
lie ahead of our Bank are very different now than they were in 1957. Aozora Bank does
business among giants, both domestically and abroad. As such, we do not pursue a
strategy to compete against those who have no interest in competing against us. Rather,
we aspire to be focused and excellent. We position ourselves o be flexible and creative
and have learned to unlock the value of assets that others aften overlook.

Underpinning these efforts is our partnership philosophy, which is what | would
consider the most important aspect of our corporate strategy. The partnership philosophy
pervades alt aspects of Aozora Bank's day-to-day activities. It extends to employaes,
customers, shareholders and business partners. The goal is to foster mutual trust, mutual
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Hirokazu Mizukami
Prasidant

respect and, ultimately, mutual benefit among all parties. Throughout this repart, you will
read about examples of this philosophy in action and hopefutly gain a better understanding
of the critical role our partnership philosophy has played in our Bank's recent success and
will continue to play in the future.

Driving Corporate Value

Corporata value comprises all aspects of shareholder, customer, community and employee
interests. At Aozora Bank, the engine that drives corporata vatue is our focus on peopla,
By supporting our most valuable resource, our people, | believe we can deliver sustained,
superior financial strength and growth. The financial strength of our Bank is at recard
levels and we have now developed a track record of delivering strong financial growth,

The challenge going forward is to leverage our capital strength to maximize growth without ~

sacrificing the value of that capital, even in the short term, This is a very complicated
chatlenge, especially for a bank with the financial strength of Aozora Bank and in an
industry that is continuing a process of global consplidation. By keeping our focus on
driving corparate value, we can meet that challenge by pursuing anly those growth
opportunities that generate true corporate vatue, and not those that simply inflate top
line revenues.

Setting and Sustaining New Standards of Excellence

As | said above, the 2005 fiscal year was a fantastic year for Aozora Bank, by many
measures the best year our Bank has ever enjoyed. But we want to make sure that this
past year represents a new beginning—and not a climax—in Aoczora Bank's ongoing story.
Developing the proper infrastructure, systems and technology to maintain high standards
in corporate governance, internal contro! and risk management, are fundamental steps to
ensure sustainable and consistent long-term growth. At Aczora Bank, our culture of
excellence drives us to go beyond this initial step and to aspire to the very highest global
standards of transparency and reliability.
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Kimikazu Noumi
Vice Chairman

In recent years, the Bank has adopted human resource management and remuneration
structures that are more in line with leading financial services companies around the world.
At the same time, we have relied on our domestic expertise to adopt risk management
methodologies that are tuned in to the sensitivities of the Japanese market and that
provide speed, efficiency and flexibility. Improvement is a continuous effort, while a
critical aspect of our technological infrastructure is its adaptability. We constantly
evaluate our practices 10 ensure that we evolve with the demands of the marketplace

and continue to provide the highest quality service to our customers.

Looking Forward to the Next Chapter
| hope | have given you an idea of the history and culture that continues to guide the
development of Aozora Bank. | urge you to explore the contents of this report to get a
closer look inside our doors, at the people who have worked 50 hard to get us to where we
are today, and at the businesses and partnerships that are thriving under their leadership.
The future is bright, and our Bank is now ready to embark on the next stage of its
development. For my part, ! am committed to bielp maintain Aozora Bank's cuiture of
excellence in this next important chapter of our history. Once again, on behalf of the
management team and all of us at-Aozora Bank, I'd like to extend my sincerest gratitude
to all of our partners fer their continued support, dadication and guidance. Thank you.

Sincerely,

Michael E. Rossi, Chairman
July 2008
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Direstora and Auditnry,
Exscutive Ofticers

Directors and Auditors, Executive Officers
(Ag of July 1, 2006)

Directors and Auditors

Chairman Director
Michael E. Rossi* Yolchiro fwama
President Director
Hirokazu Mizukami* Pieter Korteweg
Vice Chairman Director

Kimikazu Noumi*

Lawrence B. Lindsey

Director and Senior Director
Managing Executive Officer John L. Steffens
Lee Millsteln*
Director
Director Kiyoshi Tsugawa
Yoshihiko Miyauchi
Cirector
Director Marius J. L. Jonkhart
James Danforth Quayle
Director

Frank W. Bruno

Chaitrnan Prusident

Michael E. Rossl Hirokazu Mizukami

lolnad Ac2ote Bank as Director in Juna Joined Aozors Bank In Movember 2003,

2004 and took office as Chalrman and and énok office as President in

CEQ in February 2005, Decamber 2003

Brings to Ac2ara nearly 40 yeary' Experiencad In tho Japanazo benking

experience in the banking industry, indusly over 30 years inchuding the

Inciudieg hiz provious roks us Vice pasts of Heed of the Americas, Genersi

Chairman of Bank of America Manager of New York Branch and

Carporation. Mombar of tha Baard / Mansging
JExecutve Officer of Tha Sumitoms Trust
& Banking Co., Ltd,

A - B : .
Senlor Managing Executive Offkcer

34

Senior Managing Cxecutve Officer

Yuli tnagakl lzumi Ogura

Joined Aazora Bank In Apnl 1974 and Joined Anzevn Baak sy Exaeutive Officar
was General Manager of /ntarnalions! in Ssplomber 2000,

Business Planning Diision, Benking Tock ofica as Sanlor Managing
Heag-quarters Divison #ntl Marketing Executive Officer and Head of Financaal
Divislon. Markets Group in Apd 2004, and sisa In
Senior Managing Exacuihvs Oficer of churge of Internel Business,

Aozora Bank from Aprl 2004, Former Branch Manager of Dresdines
Was appolnted Chief Markeilng Officer Bank Toky and Ex BOJ Official.

(CMO) in Septermber 2005,

Standing Auditor
Tadaaki Satoyashi

Auditor
Mitch R, Fulscher

Auditar
Akira Tachimoto

*Serving as Executive Olficer concurrantly

Vice Chainhan
Kimikazy Koumi

Jolned Actora Bank as Vice Chatrman in
June 2006 Brings tn Agzoes nearly 40
years' experience in the benking industry.
Farmer Prusident of Nofinchusin
Zenigyoren Asset Management Co., Lid,

Sentor Managing Exoecutive Officer
David Hackett

Jolnec Anzore Bank as Chief Financial
Offlcar in March 2004, and look offica
93 Sanlar Managing £xacutive Officer
(ram April 2004,

Farmer Managing Dieector of Cligroup
Cerporata and invesimen! Bank 2nd
Financial Contotter for Mikkn Citigroup,
L.
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Executive Officers
Senior Managing Executive Officer
Yuji Inagaki

Senior Managing Executive Officer
tzuml Ogura

Senior Managing Executive Officer
David Hackett

Senior Managing Executive Officer
William Chuta

Senior Managing Executive Officer
Wiiilam Chute

Joinad Anzory Benk as Senlor Managing
Executiva Oicer, Chiel Technology
Officar In Apel 2004,

Former Chiel indormation Offcer end
Managing Direcior, Nikko Cligraup.

A
. i Fj
Senior Managing Executive Officer
Hiroshi linno

Joined Aczora Blank in Apell 2005 28
Senlor Managing Executive Oficer, and
Head of Financial Instihifon Graup,

Formes Maneging Divectar of J.PMocgan
Partners Asta PTE. LTD.

Senior Managing Executive Officer
Takeyoshi Morikawa

Senior Managing Executive Officer
Hliroshi Jinno

Senior Managing Exacutive Officer
Carlos A. Erchuck

Senjor Managing Executiva Officer
Katsutoshl Ishida

Execulive Qfker
Lae Millstein

Isined Aozors Bank as Sen'or Managing
Exaculve Officer i Aprl 2D04. Took a'ice
3 Haad cf Corparale and Investment
Bankirg Group in Septarmber 2005, Took
office: 3 Direclor in dune 2006, Forer
Managing Direcior and Head of Morgan
Stanley's Wgh yield and distresssd debt
busineds in Japan and Asla-Pacic.

Senior Managing Executive Officer
Carlos A Ecchuck

Joined Acrora Bank in Dacamber 2004,
Was appointed SMED & Chiaf Risk
Otfices tom Seplember 2005,

Formes Executive Director, Senjar Credit
Rizk Officer lor Asta- Pacific Region of
UBS, AG, Takya, Credit Risk
Menagement, based In Tekys and
London

Managing Executive Officer
Hirokazu Takino

Executive Officer
Ryolchi Kawai

Executive Officer
Shinsuke Baha

Executive Officer
Hirom! Watanahe

_ Executive Officer
‘Peter R. Fowler

Executive Cfficer
Yadashi Umino

Executive Officer
Tetsuo Matsul

Senwor Managing Executive Officer
Takeyoshi Morlkawa

Joineq Aczore Bank in April 1977 and
hias held pogressively responsibia
positions w3 General Manager of
Corpomte Flanming Division, Hirashima
Branch zad Red#l Marketing Division.
Was appoinind Senlor Managing
Excoutive Officer and s Head of Rotal
Banking Group in April 2004,

1 ;
Senior Managing Exccutive Offlcer
Katzutosh! Ishida
Joimed Aczors Bank in 1973 and P!l!

o3 Gzneral Menagar of Shitiuya,
Hiroshima and Exscuiive Officer as
Head of the Credit Division.

Wit appoinisd SMEOD & Chief Cradnt
Qfficer in Septsmber 2005,
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Carperats Governence

Management Philosophy

Aozora Bank is committed to become best-in-class in three key areas:

1. “Pantnership” Philesophy
—Pursuing a deep understanding of our customers' changing financial needs; working
in partnership with them to meet their business goals
~ Leveraging our longstanding relationships with Japanese financial institutions
—Working with partners who are also committed to our success

2, Financial Strength and Growth
—Sound capital adequacy ratio and adequate reserves
—Quality assets that yield high margins
—Stable and diverse funding sources
—Diversified earnings growth in line with our Business Revitalization Plan {(BRP)

3. Governance and Contro)
~Aiming to achieve global best-practice standards
—Pursuing excellence in risk management
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Corporate Governance

Aozora Bank has developed an effective and transparent management
framework underpinned by strict adherence to our corporate governance
principtes. The management team is committed to maintaining the
highest standards of legal compliance in every jurisdiction in which the
Bank operates. We will continue to assess all potential risks, carefully
evaluating their impact on our business and likelihood of occurrence. Our
systems are designed to provide optimal transparency, maintain stringent
internal controls and expertly manage the delicate balance between risk
and return, Qur approach is continuous improvement as we strive towards
the highest global best practice standards.

0136




02 Managsmant Meszage

N Imroductien

Corporsia Govervancs

1. Organization Structure

The Bank's supervision and business execution functions
have been separated to enable each team to focus on its
duties. Directors focus on determining strategies and
policies while Senior Managing Executive Officers focus
on managing operations. The Management Committee has
seven sub-committees to enhance operational effectiveness,
Committees empowered to provide checks and balances

05 Fnanclal e

P4 Businuss Operations

the Special Audit Committee

on the management team include the Nomination

and Remuneration Committee and the Special Audit
Committes. To further enhance corporate governance, the
Bank added the Audit and Compliance Commitiee and
the Risk Policy Committes in 2005, and the Strategic
Planning Steering Committee and the Suitability
Committee in 2006.

T 3T

it

Name of committee Chalred by Members Freguency Purpase
Board of Directors  Chairman, Directors, Corporate Audilors Quarterly Declslon making regarding management strztegies and supatvision of
President or business operalions
Vice Chalman
Board of Stantling Corporate Auditors Manthly Repressnts shargholdors to conducl sudils
Corporats Audliors  Gorporals Audhior
Managsment Chairman, Chalmman, Presidont, Weekly Declsion making regarding business aperations
Commiltes Progident or  Vige Chairman
Vica Chal E ive Officans
Speclal Audit Outslde Corparala Audltors, Directors As nosded Audit transactions wilh perent company groups 1o avold the Bank's besoming a
Committaa Director {axcept from parent companles) captive bank
Nomination end Oulskis Qutside Clrectors, Chakman As needed Appeovel of Board membars and Senlor Menaging Executive Officars and
Ramunsration Director rolated compensalon
Commiltes
Audit & Compliance  Qutgide Outside Directors Quartedy Overseeing and reviow of internal awdh, externa) aydlt, compitancs, credlt
Commiltee Direcior examination, fsk managemant end financial repariing
Asset ond Liablity  CFO Vice Cheirman, CFO and Monthly Declsion maldng regarding ssset and liablity management
Committes Exacutive Officers
Risk Pollcy cco CRO, CTO, CCO, Exacullve Monthly Approval of sk management pollcies, monitoring sk managemant systam
Caommittes Offiars and Ganaral Managers
In charge
Credit Commliites GO0 Chairman, Presidant, Vica Weekly Approval of credit transactions, delegating approval authority an credit
Chairman, CCO, Exacutive Officers uansaciions
and Ganaral Menagers Id chargs
Irrvestment cAo Chairman, Prasident, Vice As needed Approval of Indlvidual lnvestmant issues; establishing 2ppropriate irvestmant
Cammiltes Chairman, CRO, CCO, paficies; dacisian making regarding investmenl-related risk conlrol policies;
Exacutive Qffioers in charge accurals understanding of 8ank's antire lnvestmen? risk profile; ang bullding
and makntaning a secure and profitallo portiollo.
Now Busineas/ [=1+] Vice Chairman, CFO, CTO, As needad Assessmnent and approval of al significant nsw products or new businessss
Produet Committes CRO, CCO, Executive Officar
In Lagal & Compliance Division
Strategic Planning ~ Chaitman Chalmman, CFO, CTO, Executive  Monthly Appraval, monitoring and prinritization ot stretegic projects that enabie key
Stearing Offlcers and Ganesal Managers n of busi plans and stratagles Lo be executad
Committes in charga
Suitahility Ganvral Ganeral Counzsl, EQ b charge Monthly Fulfill bank's ctilgatian on sultabifity and full disclosure In salefprovision of

Cammitiea Counsel of Legal & Compliance Division.
Gonoral Marager In charge,

tn-house Lawysr

financial preducts/services to appropriata clients

{As of dudy 1, 2005)
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2. Risk Management

Aozora Bank sets the risk management policies in ach of
its seven major areas—Credit Risk, Market Risk, Opera-
tional Risk, Lega! and Compliance, New Business and
New Products, Internal Audit and Human Resources.

Risk management starts at the Board of Directors
and its assisting committees, such as Special Audit,
Nomination and Remuneration and Audit and Compliance.
Foilowing the direction and guidance of the Board of
Directors, the Management Committee establishes the
annual business plan and related risks in which the
Aoczora Group is willing to engage at any given time. The
Risk Policy Committee establishes the Bank’s basic risk
management policies and makes decisions on critical risk
issues. The authority to make final decisions on issues in
each risk category is delegated to the Credit Committee,
Asset and Liability Committee, Investment Committee,
New Business/Product Committee, Strategic Planning
Steering Committee and Suitability Committee in
compliance with their approval process.

The Board of Directors oversees corporate governance
and business performance by granting approval to any
material decisions made by each committee and also by

receiving frequent reports on risk management operations.

3. New Human Resource Program

In April 2005, the Bank introduced a performance-based
human resource program for employees and developad a
flexible and effective remuneration structure that takes
into account level of responsibility, including a bonus
systam based on performance.

Furthermore, to maximize the benefits of the new
human resource program, the Bank continues to provide
training, assign fulfilling work to each employee and
recruit qualified individuals and experienced professionals.

Regarding training, the Bank strives to develop a
broad sange of skills in every individual, and encourages
greater specialization by providing training suited to each
employee's level of responsibilities, including a sponsor-
ship system for graduate-level university courses and
other study programs at external institutions.

A “Job-posting program” has recently been introduced
as one of the personnel assignment systems in order to
offer more choices of career path to employees.

Relating to recruitment, the Bank has recruited mid-
career professionals to play vital roles in market- and
investment-banking-related and other operations that
require a high level of expertise. The Bank recruited 35
university graduates for business groups in April 2006.

In addition, the Bank has estabfished a “mentor
program” by which refiable and respectable managers
support younger employees with ongoing advice on a
wide range of problems to further enhance motivation.
The Bank has also started a “diversity program® to
promote respect and diversity in our human resources so
that all can work more effectively.

The Bank offers a widar vartety of career opportunities
so that employees may develop greater skills and capa-
bilities. Through these effors, the Bank aims to become
an even more dynamic organization to further enhance
corporate value,

0138




m ‘ M [utredustion

02 Managemant Mossage 05 Fanelat

0 Managament dryenization v

* Burs Op

Business Operations

Far Carperate Clients

Aozora Bank aims to become a trusted partner with its corporate clients by providing tailored financial
solutions utilizing financing, investment and advisory products and services. We have developed streng
internal capabilities to quickly and accurately assess the vaiue of husinesses and assets, allowing us to develop
innovative and competitive financial solutions for our corporate customers.

Our value proposition is that we know aur customers better, invest more time to understand their naeds, and
have the skilis, capability and flexibility to deliver optimal financial solutions faster than our competitors. We
have made responsiveness the cornerstone of our tactical plans to hetter serve existing clients and to acquire
fnew ones. '

In many ways we are partners in success and risk with our corporate clients. Our ability to provide innovate
and reliable financial solitions enables our clients to achieve their own corporate objectives faster and with
more certainty. Our successes in Improving our own risk management platforims and structuring capabilities allow
us to meet client demands in a manner that preserves our credit quality and enhances our own corporate value.

Our Japanese corporate clients cover the range of large, medium and small businesses, and our suite of
products and services is designed to ensure we can very effectively meet individual circumstances and financial
conditions. From straight loans and deposits, to syndicated loans and private placement honds, from financial
derivatives to asset hacked finance, Aozora has the capabiiity to competitively respond to client needs.
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<loans>

Along with other products and services, we provide credit
financing solutions to our corporate clients. In the financial
year ending March 31, 2006, we successfully grew our
lending businesses by better aligning internal skills and
functions, improving the quality and the turnaround

time necessary for analysis, and by forming a group of
elite sales team reporting to a newly formed executive
position—our Chief Marketing Officer.

Our arganizational realignment included improving
controls by uncoupling our back-office function from the
business units, by forming dedicated teams in our credit
function who support specific businesses and branches,
and by combining our investrnent and corporate banking
functions under one leadership position. These initiatives
enabled us to seamlessly deliver products and services

to our corporate clients in an expeditious manner, while
improving the quality and consistency of the risk associated
with this business.

<Syndicated Loans>

We expanded the customer base for syndicated loans by
successfully arranging transactions for mid-sized compa-
nies, as well as for our large corporate clients. This has
enabled our clients who traditionally have not had access
to more liquid institutional funding sources to diversify
their funding base and improve their liquidity positions.
It has also allowed us to increase the granularity in our
portfolio and supply investor-clients, especially financial
institutions, with credit products. We offer syndicated
loans in project finance, leveraged finance, asset finance,
and real estate to our corporate clients.
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<Derivatives>

The Bank offers a wide range of derivative products to
meet sophisticated and diversified client needs, handling
everything from the development of derivative products

to market making and distribution. in April 2006, we
stationed head office sales staff at our branch offices in
Nagoya and Fukuoka to enhance our services in regions
where small- and medium-sized clients have strong
demand for these products. We also established a direct
sales group at the head office to offer first-hand market
informalion to targe corporate clients. The increasing
complexity of derivative products has made it even more
crucial that sales staff be able to clearly explain to clients
tha structure and risks associated with each product. To
ensure these standards are being met and to reinforce our
ability to address the complete range of cliant needs, we
have instituted the Mandatory Certification System for our

Busiress Dasrations
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derivative products sales staff and all other employses
with management responsibilities in the derivative area,
This system is designed to improve individual employees’
knowledge of derivative products, enhance our sales
systems and raise awareness of compliance issues
throughout the Bank.

Client Need Product
Foreign exchange Currency options
risk hedging

Interest rate and
credit risk hedging

Interest rate swaps, interest rate
options, credit default swaps

Fund-raising MARINE BLUE (derivative-embedded loan)

Investment MOUNTAIN BLUE (interest rate derivative-
embadded time deposit)
AQUA BLUE (foreign exchange derivative-
embedded time deposit)

Other Weather derlvatives

Commodity derivatives {0l swaps)
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<Securitization>
Aozora Bank agsists clients with the securitization of
various types of financial ¢laims to help them achisve
greater diversity in their funding sources.

The Bank is innovative in developing new types
of securitization using advanced methods. Such
developments allow various types of originators 1o access
the securitization market, with varfous types of cash flows
depending on their funding requirements. '

<Other (Private Placement Bonds, Trustee Services)>
Private placement bonds provide clients with oppartunity
for diversifying their funding sources. Because they
altow clients'to tap financing in lower amounts, private
placement bonds are gaining popularity in the corporate
marketplace. The Bank provides products, such as non-
collateral private placement bonds, and guaranteed
private placement bonds te help clients raise funds
through the issuance of private placement bonds,

To assist our customers in accessing the capital
markets through bond issuance, the Bank acts as fiscal
agent or trustee for private placement and public bonds,
and has extensive experience and expertise in this field.
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<Special Situations>
For clients facing the challenge of a rapidly changing
operating environment, the Bank offers a full lineup of
business recovery services. In addition to providing
corperate advisory services, including the formation of
business recovery plans and assistance in finding new
business sponsors, we also provide various types of loans.
These include short-term working capital financing
essential for business continuity and-medium- and
tong-term loans based on a comprehensive recovery plan.
Our loan servicer subsidiary, AOZORA Loan Services
Co., Ltd., provides support to financial institutions
disposing of problem loans and makes businass recovery
plan proposals to obligors of loans purchased by AQZORA
Loan Setvices, helping to revitalize the borrower's business.

<Asset Finance>

The Bank provides finance for the construction of new
ocean-going ships (international rading vessels), the
purchase and refinance of used ships. In the area of
medical tinance, the Bank also provides financial advisory
services for the revitalization of medical institutions and
the reorganization of their debt, as well as arranging
transactions for hospital project finance. We also focus on
aircraft finance and project finance, allowing our clients
to unlock the value of their assets.

<Leveraged Finance>

Aoczora is 8 market leader in leverage finance—providing
finance for business revitalization, including domestic
management buyouts (MBOs) and mergers and acquisi-
tions (M&A}—employing the country’s finest staff and
successfully completing over 100 projects over the last
five years,

Aozora provides for the needs of our equity fund and
corperate clients with a broad range of financial products
from senior debt to mezzanine (subordinated loans and
preferred stock).

Through our wholly owned Hong Kong subsidiary,
Aozora Asia Pacific Finance Limited, we are providing
Asia’s first leveraged finance business.

05 Fnenclal Informeticn B} Addigonel Inforeration |

<Real Estate Finance>

In recent years, against the background of a broad shift
toward the separation of property ownership, management
and operations, many companies are actively seeking
ways to remove their real estate assets from their balance
sheets, In addition, since many investors now view stable,
income producing real estate assets in a similar way to
other financial products, the real estate securitization and
liquidation market, such as in non-recourse finance, is
rapidly expanding. The Bank has been active in the non-

‘recourse finance field from an early stage, formulating

financing proposals and executing transactions while
investing and lending independently.

<Private Equity>

The Bank actively supports clients in the buyout area
through the provision of M&A advisary services and the
use of buyout funds. Specifically, through the Business
Succession and Second Founding Fund, which is managed
by JABOC, Ltd., and through the fund managed by Arise
Capital Partners, Inc., the Bank is involved in providing
services to various parties. These include profitable small-
and medium-sized corporations that are unable to find
suitable successors for retiring founders, and divisions

or subsidiaries of large corporations that are looking to
become independent operations. |DA Capital, Inc., is
engaged in restructuring in the information systems
industry.

The Bank provides support for ventures through its
venture capital subsidiary, Aozora Investment Co., Ltd. We
have achieved a solid track record in the incubation of
new companies possessing strong technology and growth
potential.
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For Financial institution Clients

Aozora has fostered broad and deep relationships with the vartous reglonal financial institutions throughout
Yapan over its history, While Aozora has a national network of branches, its goal Is to work in partnership with
the regional financlal institutions for mutual benefit. Through our lengstanding refationships we understand
their ngeds and challenges, and we have develeped a suite of products and services designed to assist them to
achieve their corporate objectives. Recently the Financial Services Agency introduced a New Action Program
entitled the “Relationship Banking Promation Plan,” and we are working closely with a number of regional
financial institutions to help them address these requiremants. We provide products, services and advice to
the regional financial institutions for their own accounts; however, they can ajso.pass an these products and
services to their own clients.
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1 Providing a Diverse Range of Syndicated Products
<Syndicated Loans>

Aozora has established a leadership position in the growing
Japanese syndicated loan market, and with this expertise
we can help our regional financial insitution clients to
provide a more campetitive range of financial services

to their corporate clients. We can arrange syndicates for
loans to the clients of the regional financial institution, or
offer them participation in loan syndicates for the clients
of other financial institutions to help them to grow and
diversify their own loan books. Loan syndicated can be
utilized for loans te corporations, the establishment of
Real Estate Investment Trusts, non-recourse real estate
loans and exit financs.

Bualress Oparations
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<Derivatives>

Aozora has a strong franchise in the provision of derivative
and derlvative embedded products to its regional financial
institution clients, who utilize the products for their own
account of to pass on to their own customers. We have
assisted a number of regional financial institution clients
1o develop calfable deposits and guaranteed swap options
fortheir clients, where Aozora provides behind-the-scene
support and risk management, and these products have
enjoyed strong support.

0145




Enhancing Our Derivative Sales Organization

We now have derivative product specialists stationed in
our Kansai, Nagoya and Fukuoka branches, supported
by our experienced team in our Tokyo head office to
ensure our potentiality to provide our regional financial
institutiona! clients with local support in the area of
derivative products. We have also established a direct
sales team at our head office to provide useful market
information and offer ideas to our clients.

Staff Education and Qualification

We have introduced an internal mandatory certification
system for our staff specializing in derivative products
which tncludes all staff with management responsibitities
in the derivative sales area. The system ensures our staff
are appropriately qualified to sell derivative products to
our clients and are aware of tha regulatery and compliance
requirements surrounding the saie of these products.

Client Need Product

interest rate and interest rate swaps, interest rate options,
credit risk hedging  credit defauli swaps

Investment MOUNTAIN BLLUE (interast rate derivative-

embedded time deposit}

Derivative-embedded loans to Aozora
Bank: multi-callable loans, multi-callable
reverse loans

Other Products that are guaranteed by regionzl
financial institutions: (interest rate
derivatives; foraign exchange derivatives),
weather derivatives

<Debentures and Deposits>

To meet the needs of our financial institution clients, we
offer an array of products, including bank debentures,
large-lot time deposits, and certificates of deposits (CDs).
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<Securitization>

In the field of asset securitization, the Bank provides a
wide variety of investment products by securitizing various
kinds of monetary claims, then structuring them into
beneficiary's interest held in trust, asset-backed loans,
structured loans, and so on.

The Bank also works on developing new schemes
using advanced methods such as combining several
existing structures, as weil as promoting its advisory
services for financial institution ctients in the area of
securitization of their own, and their corporate clients’
assets.

<Private Placement of Securities Products>

The Bank continues to diversify its lineup of investment
products for financial institution clients. These efforts
include private placement of such instruments as preferred
subscription certificates under the Asset Monetization

Businsss Cparations

05 Fnenclal Inforstaton

08 Addisensl Informatica .

Law that the Bank has dealt with so far, interests in
lirnited partnership agreements for investment and silent
partnership agreements ( Tokumnef Kumiai Agreements),
which became deemed securities according to revisions to
the Securities and Exchange Law, and beneficiary interest
held in trust of housing loan assets.

<Privately Placed Funds>»

We offer a wide variety of privately placed fund products,
including foreign registered funds, to meet the diversified
investment needs of our clients. Our comprehensive
product lineup, consisting of an array of fund types—
including Japanese equity active funds and long~short
funds of Japanese equities, global bond funds, bank loan
funds, and funds of funds (United States, Europe, and
Asia)}—allows our clients to obtain effective portfolio
diversification. We also provide investor support through
access to various kinds of reports.
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2 Offering Solutions to Specific Management Issues
<Revitalizing Clients’ Asset Base>

To assist our financial institution clients to dispose of
their problem loans, the Bank's subsidiary, AGZORA
Loan Services, provides support for the disposal of non-
performing loans through the purchase of these loans.
AOZORA Loan Services also provides support for regional
financial institutions to help them improve the quality
of their loan asset portfolios through a range of advisary
services, including the formulation of business recovery
plans and business strategies for clients to which they
are particularly risk-exposed.

<Risk Management Products and Servicess

To help clients effectively manage their exposure to a
variety of risk types, the Bank has built an effective
system for providing clients with timely information and
products as well as developing new risk management
products. In addition to providing interest rate derivatives,
we are bolstering our capabilities in the provision of credit
derivatives in response to strong demand for assistance
with the management of credit risk exposure. The Bank
also offers a wide variety of products and services to help
clients improve their portfolio management. These include
the purchase and sale of sound loan assets, and various
means of converting loan assets to a source of liquidity,

such as providing loan participation and credit derivatives.
In the area of risk management advisory services, we will
continue to provide a comprehensive lineup of services
hased on client demand. These services include the
provision of quantitative measurement methods of market
and credit risk, and ideas on risk management structure
that takes clients’ capacity and profitability into account.

3 Making Collaborative Propesals to Clients’
Corporate Customers
To meet the needs of regional financial institution clients
that are required to submit a Relationship Banking
Prormotion Plan in accordance with the FSA's New Action
Program, the Bank collaborates with such clients in
assisting their corporate customers, based on our expertise
in the start-up support area. The achievements in the
various areas refating to so-called special situations such
as debtor-in-possession {DIP) finance, real estate finance,
private equily investment, etc., are examples of these
activities. In addition, the Bank has built up a strong
track record in sharing its know-how—achieved through
the Hospital Management Assessment Project—to
regional financial institution clients, providing financial
advisory services to their medical institution clients and
proposals of jointly originated loan transactions,
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For Retail Clients

A national network of branches and a cali center sarvice Aozota's retail hanking clients. We offer a range of
deposit, loan, savings and investment products and financial advisory services to help our clients manage and
preserve their wealth. From April 2006, Aozora converted its charter from that of a long-ternt credit bank to an
ordinary bank, making it easier for new customers to pface deposits with us. We are working to improve our
offerings to our clients by introducing new branches, planning to introduce online services, and developing
an fnnovative range of products and services to meet the diverse financial needs of our retail clients. We are
committed to providing competitive interest rates an our secure time deposits and we continue to expand the
features of these products so that our clients can make a selection that best meets thelr individual needs and
circumstances.
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<Competitive Financial Products>

The derivative embedded time deposit “Excellent First,”
introduced in June 2005, is very papular because of its
guaranteed principal and competitive interest rate. This
product and others, such as the exclusive telephone-
banking product Aozora Direct Time Deposit and the
Aozora Pocket Time Deposit, which permits partial
withdrawal before maturity, cater to various client needs.
We innovatively develop and source new products in the
areas of investment trusts and personal annuity insurance.
Balance-type funds, real estate investment trusts, and
variable personal annuity insurance have also been
received favorably by many clients.

<Service Channels>

Through our telephone banking service, customers can
make time deposits, purchase bonds and investment trusts,
make account balance inquiries, and notify address
changes. Rather than simply using an automated touch
tone system, our telephone banking service is staffed by

a team of operators—ensuring that even those customers
who may be new to telephone banking will feel at ease.
Business hours have been extended until 7 ru. since

July 2005, enhancing convenience. At Postal Savings
ATMs located throughout Japan, Aczora Bank customers
¢an make deposits and withdrawals seven days a week,
without incurring usage fees. Used in conjunction with
our telephone banking service, this service ensures even
greater customer satisfaction.

We have enhanced security by implementing measures,
such as lowering the maximumn withdrawal amount at
ATMs, in order to combat the recent growing problem of
card counterfeiting.

<Detailed Financial Advisory Services>

The Bank offers financial advisory services until 5 pm,

at the main dffice and branch offices, proposing optimal
portfolios for clients with regard 1o various investment
products including time deposits, investment trusts,

and annuity insurance. We encourage and support staff
members to obtain financial planner qualifications in
order to increase professionalism as they offer advice

on investment, inheritance, and business succession.
Furthermore, throughout the Tokyo region, specialist
teams provide @ wide variety of advisory and consultation
services, such as investment and housing acquisition.
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Aozora Bank Website
http://www.aozorabank.co.jp/english/
The Aozora Bank website contains a varlety of

business and investor relations information, as well
as news releases and Important financial data

[t er—

hitp:/fwww.aczorabank.co.jp/english/about/lr/

Amoca Bank Website

hitp:ffwew.aozorabank.co.jp/english/holin/kinyu

Corporate Information

‘ s skl
http//www.aozorabank.co.Jplenglish/about/corporate
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Consolidated Business Results

Consolidated Finangial Highlights [Five-Year Summary]
Years Endad March 31

LR AT

Consalidstad Business Resuits

Contolidated Financinl Apviaw

08 Additianal inlormaten

(MiMons of Yen)

Operating income ....,........... . 171,946 . 123,878 113,788 109,748 108,700
Operating profits ... ............ L U61,440° 45,693 7,606 8,920 14,355
e T 120414 89,893 30,530 23,376 18,703
Capital stock ........ e, 419,784 419,781 419,781 419,781 419,781
Total stockholders’ equity ......... - 78,386 611,805 826,848 497,514 477,046
Total @856t .. ......0eea.,, 5995647 | 4775485 | 5176006 5,885,642 5,684,072
Debentures .................. .. |7 1,060,331 847,993 | 1,084,973 1,470,126 1,468,193
Deposits . ..................... 3,196,307 | 2,374,503 2,588,030 2,537,175 2,164,641
Loans and bils discounted . ....,.. | 3136266 | 2,666,389 2,965,552 3,258,603 3,207,993
Seculities, ... ..........c.u.u.. .. 1828484 | 1,128650 964,084 [ 1,350,006 1,054,019
Tota! stockholders’ squity per sharg S ’

e ot 115.60 85.63 75.20 £8.07
Basic net incoma per sham {yen}. . . 30.48 9.54 7.02 537
Diluted net income per share {ver) . . . 21.24 7.21 5.62 495
Consolidated capital adeguacy ratio

(domestic standard) (%}. ... ...... 18.70 15.66 13.30 14.05
Nst cash provided by (used in) T OTR

operatingactivities. ... .,...... . oo BBQTT. 16,080 {306,027} 105,182 923,515
Nat cash provided by (usad in) ST

Investing activities .............. . (443,773) (164,682} 260,100 (347,870) (376,664}
Net cash provided by (used In) T

financing activities . ............. - {11,582) (17,610) (7.827) {24,261) (20,803)
Cash and cash equivalents, R

endofyeer ,.................. 804527 | 171,908 338,117 290,872 557,822

Notes: 1. Up to and including the fiscal year ended March 31, 2002, tota) slockh
equity at the flacal year-end, lesa the product of the number of prefer
by the numbler of common shares issued and outstanding at the fi

consolidated subsiciaries.

2, Up to and inciuding the fiscal year endad March 31, 2
total dividends on prefarred shares for the fiscal year
during the fiscal year endad March 31, 2002, excludi

consolicated subaidiarion,

3. From the fiscal year ended March 31, 2003, tola! stociholda
Calculated by applying Financlal Accounting Stendard No. 2,

"Agcounting Standard for Eam

Implementation Guidance No. 4, *implementalion Guidance for Accounting Standard for Eamings per Share.”

oiders’ equity per share was calculated by dividing lotal slockholders'
red shares issued and autgtanding at Iha fisca) yoar-end and the lssue price,
scal year-and, exchiding treasury stock and perent company shares held by

002, basic net income per sham was calculated By dividing conaclidated net income, less
snded March 31, 2002, by the averege number of common shams syued and autstanding

Ing treasiry stock and parent company shares and parent company shares held by

r8' equity per sham, basic nat income per share and diluted net Income par share are
ings per Bhare® end Financial Accounting Standarde
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Consolidated Financial Review

1. Consolidated and Equity-Method Companies

The conselidatad financial statements as of March 31, 2008
Inciude the accounts of the Bank and fts nine consolidated
subsidlaries. During the fiscal year under review, two newly
estabished companies came under the scope of consolication
and two consolidated subsidlaries were elminatad from the

Consolidation and Equity-Methad Companies

Consolldatad suhsudlanes ...........................

consolidation; one was dus to the sale of Its shares and the
other was due to the merger with another consolidated
subsidiary. No companies were accounted for using the
equity method.
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2, Analysis of Operating Performance

{1) Income
Total incorns Increased by ¥52.7 bllion over the prior year
{+31.4%), to ¥220.8 bilion, Interest income rose ¥12.5 billion,
{0 ¥85.1 billion, malnly driven by the ¥13.2 billion Increase In
income from interest and dvidends on securities. Interest and
dividends on securities Increased substantially since there
were more investmants in higher vield foreign cumency-
denominated bonds. However, Interest incoma on loans and
bills discounted decreased by ¥1.9 bilion since the reduction
of credit concentration that took place during the year lowered
the average befance of loans and bils discounted (by ¥80.6
bilion on a YOY basis), and the increase In competition in the
Industry made a decline of vield spread on loans.

Fees and commissions increased by ¥6.2 bifon, to ¥17.1
bition. This rise was attributable to an Increase In fees from

such lpan operations ag committed lines of credit and
syndicated loans, s well as highsr trust income eamed by
a Bank's subsidiary,

Trading profits rose ¥2.3 billion, to ¥8.2 billion since profit
related to derivative transactions with customers had a
favorable rasult,

Other operating Income Increased by ¥20.2 bilien, to
¥46.2 billion due to the favorable result In forelgn exchange
transactions In addition to a substantial increase in profit on
Investments In funds and limited partnarships and resclution
of Non-Performing Loans (NFLs).

Cther income was up ¥11.2 hillon, to ¥60.0 bifion. The
revarsal of reserve for pessible loan losses, which amounts to
¥48.9 bllion, reflects an improvement in the qualtty of the
Bank’s loan portfolioc.

Yo e Ao : BT
Total Income ................................ 168,068
Intgrestincome. .. ........co i, 8,140 . 76,583
Interest on loans and bills dlscounted.. .. ... .. 62,871 54,318
tntersst and dividends on securities ............ 23,191 9,982
Interest on deposits with banks ............... 282 501
Other interest income . ...................... 86 . 11,782
Fees and commissions. ., . ... .. e, 7,151 10,878 6,273
Tracling profits ... ... e 8,219 | 5,861 2,368
Other opsrating Ingome ... ................ e 48,288 26,031 20,257
Gaincnsalesofbords. ..................... 2843 5,603 {2,260)
Gains on foreign exchange transactions . . ..., ... 3,738 . 2,832 906
Gain on redemption ofbonds ., ............... ‘2,533 - - 2,533
Other............ T T 3,672 - 17,6958 19,077
Otherincome .. .....c..oovuiit e, 60,019 . 48,721 11,298
Gain on sales of stocks and other sacurities . . . . . . 6,188 . 711 5,477
Raversal of reserve for possible loan losses . . . ., "46,930 25,115 21,815
Reversal of raserve for credit losses on s
ofi-balance-sheet instruments ............... 6,141 6,141}
Gain on transfer of the substitutional portion of
the governmental pension program .. ......... 4,492 {4,492)
Other, .............ccuuven. P, 12,259 {5,358)
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™ Business Operations

(2) Expenses
Total expsnses increased by ¥33.7 billion, to ¥111.7 billion.
This was mainly caused by the increase in interest expenses
related to forelgn currency fund-ralsing costa in conjunction
with an increase in forelgn curmrency-denominated assets
such as forelgn cunency-denominated marketabla securities.
Consequently, interest expenses Increased by ¥18.4 bllion, to
¥36.1 biliion,

Gther operating expenses Increased by ¥5.0 billion, to ¥8.6

Censollfrtad Finuncial Andew

bilion, mainly owing to an increase in loss on sale of bonds.

General and administrative expenses were up ¥3.1 biffon
{+86.7%) over the previous year to ¥40.4 billon, as we made
forward-locking frvestments In human resources and infra-
structure to galn profits in the future white malntaining a strict
control on costs.

Other expenses rose ¥6.1 billion, to ¥15.7 bilion. Part of
this increase was due to the losses incurred from the write-
offs of claims In & process of non-parforming loan resolutions.

(Miliorw of Yan)

..................... , (183
Interast on boimowings and repurchase agreement . . 4,519 968 3,551
Intereston Other. .. ........................ 19,167 4,436 14,731
Fees and commissions. . ...................... 1,310 843 476
Trading expenses . . .. ..., - 453 47 406
Other operating expenses ..................... B, 687 3,599 5,088
Amortization of debenture issuance costs ... .... 203 ‘: 190 13
lossonsalesofbonds...................... 6 890 1,304 5,b86
Loss on derivatives , ... ...... e . 608 208 - 300
Other................ e e 1,085 1,886 {811}
General and administrative expenses. .. .......... 49.404 46,286 3,118
Otharexpenses .........ovvirenenirnnninn, 16,760 9,579 6,181
Provision for reserve for cradit losses on -
off-balance-shest instruments . .............. -209. - - 209
Wite-offofclaims.......................... 6310 5226 1,084
Loss on sales of stocks and other sacuritles . .. . . B - 85
Loss on write-down of stocks. . ., ............. R - 2 66
Loss on disposal of premises and equipment . . . . . T 62 611
Extraordinary depreciation expense ............ +569 - - 569
Other........ e e e e s 7,858 4,287 3,666

(3) Net Income
As & result of the factors outlined above, income before
incorma taxes and minority Interests rose ¥19.0 billion, to

P o %
e e e

¥109.0 billion, Net income Increased ¥30.2 billion, or 33.6%,
to ¥120.1 billion.

praart
Income before income taxes and . )
minorityinterests. ... ........................ 109,055 90,017 19,038
R _{11,202) (106) {11,096)
Cument. ... 852 . 706 245
Deforred ............. oo (12,154} (813} {11,3471)
Minority Interestinnetincome . . . ............... - 143 231 (s8)
Netineome . ...........ouuiiininininnnn.s.. 120,114 89,893 30,221




3. Analysis of Financial Position

{1) Loans and bills discounted

The utstanding balance of Joans and bills discountsd at the
end of the fiscal year increased by ¥489.8 bilion, to ¥3,136.2
billion. After complating the reduction of credlit concentration
exposLre on few large-scale borrowers, the Bank started to
accumuiate the loan balance actively along with reorganization
which took piece in September 2005. in terms of the loan
quality, the Bank saw a large improvement since ihe loans to
custarners with lower credit rating decreased and the loans to
normal customers Increased conslderably.

The balanes of sk-monftored loans on a consolldated
basis dacreased by ¥73.1 billion, to ¥26.3 bilion, driven by
the increase in collaction, Improvement of resolitions, and
the change In borrawar categories (upgraded] due to the
improved business performance. Consaquently, the ratio of
risk-manitored loans to outstanding loans and bills discounted

Risk-Monitored Loans (Consol:dated)

decreased by 2.9% to 0.8%, which is at an extrernely low
level. Furthermore, since thess risk-monttared loans are very
well secured and adequate reserves are taken, the effact they
might have on the Bank's financial position Is considered
minimal.

The breakdewn of outstanding loans and bills discounted
by type of Industries and outstanding risk-monitored loans
and bills discounted by type of industries are shown In the
following tebles. The balance of loans and bills to “Construc-
tion,” *Finance & insurance,” “Wholesale & Retal,” and *Real
Estate” increased ¥258.4 bllion on a YOY basis, to ¥1,473
billien. However, the balance of isk-monitored loans for thesa
four industries was ¥4.5 billlon, down ¥46.2 billion compared
to the prior fiscal year-end. it is an Indication of an iImprovement
In the portiolio.

Rlsk Monftored Loan............... ... e 99,635 (73 135)
Loan to bankrupt companies ................... i 2,367 710
Pastdustloans . ............................. 3 88,264 (69,2086}
Loans overdue for 3 months or more . .. ..., ...... — 46 (46)
Loans 1o customers under restructuring ..., ..... . 5,004 8,857 (3,853)

Loan balance (end of period) ............ ... ... 3 136 255“-: : 2,666,389 469,866

Ratio to loan balance ....... e 08 37 (2.8)

Breakdown of Outstanding Loans and Bills Discounted by Type of Industries and Risk-
and Bills Discounted Qutstanding by Type of Industries (Consolldated)

Monitored Loans

Y M Lnana and Risk-monitored
o cloana discounts loans
Loans by domestic effices (excluding Japan D DR
offshore marketaccounts) . ................. .| 2098463 | . 21,029 | 2565828 94,427
Manufacturing .................... L 358390 7916 372,547 14,949
Agricuiture, forestry & fisherles .. . ............... 5, 238 |- o~ 5,629 —
Mining ..................., e e B93s [ — 1,660 -
Construction. . .....ouvusiun .l i 65 7081 8187l 100,054 32,738
Finance &insurance. .. .........oouiie ... 452,702 | .28 . 332,072 4,691
Wholesale &retall . ........................... . 263900 { 920 231,461 535
Realestate..................... e, . 6BO750 - : -2 669 4§ 541,091 12,873
Information & communications ., .. .............. hase2 | 18 84,173 255
TRNSPOM v e 193941 | 1 067 191,147 1,861
Blactricity, gas, heat supply&water .............. - 18 053.._. L 22 18,088 43
Services ..........i.uu..L. e | 467,564 7436 424,244 25,905
Localgovermments. ... ...........o.ou.... e R -2 I R 8,206 —
Oers ... : 403005 |7 480 265540 573
Loans by overseas offices and Japan offshore N S o
marketaccounts ..., ..................... . _1,,,,137 791.-. ' 100,581 5,107
Financlal institutions . . .............. . e ' — — -
U S ] 100,561 5,107
Total ... Ve 26 350_2‘: 2,666,389 99,535
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(2} Securities

As for securlties, along with the increase in nvestment in
government and other bonds (FB and TB), tha Bank slso
increased investment in funds for which higher profitabllity was
expected, including overseas funds. As a result, investment
secunities increased by ¥499.5 bilion to ¥1,628.1 bilion. Due
to tha riee of Interest rates over the vear, the Bank had to
racord urveelized losses of ¥7.3 bilion derived from JGBs and

Congolidated Financisl Roview

a ¥7.9 biffion from the fareign-denominated bonds. However,
there were offsatting unrealized gains from REIT and
Invastment trust, 1hus the net unrealbed koss for the pericd
ended up In 2 loss of ¥0.8 biliion.

The balance of equities Increased considerably to ¥40.6
billon'but only ¥3.4 billion of which consists of the securitles
with determinable market prices and, thersfore, the expostra
to the market fluctuation rigk is minimal.

810,964 610,216
Government bONdS . ...........o.veiiiiienin. e | 732,100 538,212
Municipalbonds. . ... oo e o 8,369 5,964
Corporatebonds ............ccoceninnnnns P - 76,494 66,039
Equities. . . . . e, e e 40,848 1,338
Other secuNtions . .. ......c.ooveeieenniiniannnnniins veeos | S 778,566 517,045
Total ............... e e e L 1,628454 1,128,650
{3) Daferred tax assets (4} Debentures and deposits

The balance of deferred tax assets at fiscal year-end
increased by ¥13.4 billlon on a YOY basls, to ¥27.6 blliion.
Under accounting standards and with consideration to past
performances and the progress made under the Business
Revitalization Plan, the Bank caloulates the amount of deferred
tax assets based on an estimated taxable Income for the
subsequent fiscal year only. The proportion of deferred tax
assets to equity capital was only 3.8%,

The outstanding balance of debentures and deposits as of
the fiscal year concerned Is shown in the following table.
Alung with the increase in the balance of investment assets,
the balance of debentures, depostts, and negotlable cartificate
of deposits for the and of March 2008 increased significanthy
compared to the previous year-end. Regarding debentures,
the Bank has issued cne- to three-year notes as well as
five-year ones throughott the year In order to obtaln mid-term
and long-term funds at lawer cost. Regarding deposits, the
balance of deposits from carporale customers grew during
the year, while it showed a steady increass from Individual
customers espacially In the derivative bullt-in ime deposit
“Excellent First,”

(Hurwtrad Mitions of Yen)
Deposits . .. ... ... e e 63 23,745
TIMB BPOSHE . . . uvet i Y- 19,849
Liguid deposits, ..........ococ e, P U 4,530° - 3,546
Other ..........ooiuu... R T U 538 349

Note: Deposlts and time deposils include negotiable certificates of deposlits,

0157




(5) Stockholders’ equity

The Bark's tota! stockholders' equity Increased by ¥111,5
bilion, to ¥723.3 billon, Retained earnings increased by
¥114.1 billion, to ¥270.8 billlon, owing ta ¥120.1 bilfion in net
incoma less ¥5.9 billlon in dividends pald ta preferred and
common stock shareholders, There were no changes In
capital stock or capital surplus. Unrealzed gains on avallable- -
for-sate securities decreased by ¥2.8 billion and unrealized
loss of ¥0.6 bilion was recorded, dus primarily to the fall on
prices of both domestic and foreign currency-denominated

(6) Capltal adequacy ratio (conselidated, domestic
standard)
As 2 result of net Income of ¥120.1 billon generated for the
year, the balance of regulatory capital at the end of the fiscal
year concermed-increased by ¥114.1 bilion on a YOY basis, to
¥731.3 billon. The batance of risk-welghted assets increased
by ¥454.6 bition on a YOY basls, to ¥3,754.0 billion since the
amount of loans and securities increased more than the
amount of decrease in trading securities, Consequently, the
consolidated capital edequacy ratio In accordance. with

bonds. tomestic stancards improved by 0.77 percentage point on a
YOY basls, to 18.47%. Tler | ratio rose by 0.81 percentage
point on a YOY basis to, 19.12%.

4. Consolidated Capital Adequacy Ratio (Domastic Standard)
Merch 31

[MiRona of Yen)
SR R o e e
419,781 419,781
Non-¢cumulative perpetusl preferred stock ... .......,.. . 272,038 272,036
Newly issued stock ... ,.... e Ceeeiaen s = -
Capitatsurplus. .......................... e 33,333 . 33,333
Retalned 8aMINGS .. ........000 e nninns, .. 264,808 | 150,609
Minority interest in consolidated subsidiaries............. S el 802
Proferred stock issued overseas .................... N -
Net unrealized losses on available-for-sale sacurities ...... | . . 683 - -
Paid-in amount on treasury stock .. ...... ... .. ..., T = -
Treasury stock . ... viiii i, e T ¢ ¢
Ferelgn currency translation adjustment ... ............. IR - T -
Goodwill ............ ... i e o S -
Amount equal to construction adjustments . ............. : = —
L= | A AT AT A 604,526
Step-up preferred stock . ... " - —
Tier tl Forty-five percent of the diiference between fair value

and book valus in respect ofland ... .. et ea, e —_
General reserve for possible loan losses .. ........... e |2 23,468 - 20,627
Subordinated debt. . ........ e e, T —_
Total ................. e oLt 28,468 - 20,627
Tier Il capital qualifying as capital ............. B |- ./ - 23468 " 20,627
temsdeducted ... ..ot © |- 0-10,1237 7,064
Capital M+B=(C) .....vvernnn..., e D) | 731,332 617,188
Risk-weighted Balance-shest exposure .. ... ... e -t 3,631,145 3,058,732
assets Off-balance-sheet eXposuUre ..............o.ovvevnnn.. . 223,814 241,589
Totad ..ol (3] 3,764,860 3,300,322

Capitel adequacy ratio (domestic standard) %— X100 .o oo, 19.47% 18.70%

Tier I ratio (domestic standard) % X100 ... 1992%; 18.31 %

Noles: 1. The capitel edequacy retlo Is ca’culated using the formula stipulated In a Ministry of Finance Notification basad an Article 14-2 ol the Banidng
Law, which follows the provisiona of Articte 17 of the Long-Term Crecit Bank Law. Ths Bank usas the domestic standard.
2, ltems deducled (C) are equivalent to the emaount heid &) other fnancial institwtions for their capltal-ralsing purposes, This amount Is not includsd
in the consofidated financial statemanta,
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Consolidated Financial Statements

Consolidated Balance Sheets
" Aazora Bank, Lid, and Consolidated Subsidiaras
"March 31, 2008 end 2005

Cash an uivalents (Note 3)

¥ 304627 -

8§ Addiffonal Inlormatian

905

Deposits with banks (Note 12}, ...... e el 61,412 - 46,609 623,012
Geflloans and bills bought. . . ... ......oeueestys .. | 218,164, 100,923 1,840,851
Recelvables under securities borrowing transactions . . 800,370 - 196,729 2,558,082
Monstary claimsbought ........................ " 87,686 78,982 746,778
Trading assets (Notes 4, 12 and 26) .............., .. 93,886 . 354,706 799,580
Money held in trust (Note €)....................., .ot 8,808 - 2385 | .. 53705
Securities (Notes Send12) .................... .. .. ."A,628,154 1,128,650 | 13,866,078
Loans and bilis discounted (Notes 7 and 12)......... - 30136,255.. 2,666,388 | .. 26,700,719
Foreign exchanges (Note 8) . ..................... e 10,949 S 2181 ) . 93,250
Other assats (Note 16)....... B ;- 155,481 102,531 | .. 1,324,151
Premises and equipment (Note 9} ,................ -, p9i84 28,667 .. . . 248548
Defered charges. . .............. e, - .one 150 C 1,887 .
Deferred tax assets (Note 23) .................... .. - 27,624 14,147 235,260 -
Customers' liabilities for acceptances and S L
guerantees (Note 10) . .. ..............ouvun.. .. 19412 . 14,690 ..+ 185,326 -
Reserve for possible loan losses (Note 11) ... ...... . _(81.686) {133,133) - (695.880) "
TOTAL ...oeeiiiiiiiin ., e, ¥6,995,047 ¥4,775486 | .:$51,064,107

LIABILITIES: -

Deposits (Notes 12and 13} ... ............uss .. ¥3,196,307 " ¥2,374,603 | $27,221,148 .
Debenturas Note 14) . . ........oovnenennnnn., 1,060,331 847,993 - 79,030,243
Call money and bills sold (Note 12} .............. " 384,623 372,286 T 82TaTn
Payables under repurchase agreements-(Note 12}. .. ‘49,788 183,824 424,020
Payébles under securities lending transactions o o
(Note12) .................. e rer . 208,654 90,471 1,769,958
Trading lisbilities (Note d) . ..................... 104,908 88,927 N 593,446 ’
Borowed money (Notes 12 and 15) ........ crens 85,415 47,316 727,431
Forelgn exchanges (Note 8} . ... .. PO Cereea 2 2 SRS ¥ &
Other liabilities (Note 16) ............. e 146,288 125,614 T 1,245,858
Liabillity for employaes’ retirement benefits (Note 17) ., 16,331 15,460
Reserve for credit losses on off-balance-shest L
instruments ...... e i 11,9407 - 1,731
Acceptances and guarantees (Note 10}........... . 19,412 14,690 . :
Total liabilities. .. ......oovvverennnns.., . 5,271,802 - 4,162,801 |:. “44,807.825..
MINORITY INTERESTS . .............. e ‘B58 789 -5,609 -
STOCKHOLDERS' EQUITY: S T
Capital stock (Nots 18); : : o
Commonstock...........coiiiiaLLL. 147,745 147,745 | - . 1,268,262
Prefered stock . .. ....ouveee i cene 272,036 272,036 . 23187718
Capitat surplus (Note 18) ........... e . . 8333 33,333 283882
Retained eamings (Notes 18and 26)............. 270,880 . 156,763 .2,307,025
Net unrealized gain {loss) on available-for-saie R o
securities (Note 23) ......................... (683) 1,927 (5,823)
Fareign currency translation adjustments . .. ....... 84 549
Treasury stock-atcost ............ e © O -0
Total stockholders’ equity . ................. 723,386 611,808 | . 6,160,673.
TOTAL Lo _¥5,095,947 ¥4,775486 | - $51,064,107

Seg notes to consolidated financhal statemeants.




Consolidated Statements of Income
Aozora Bank, Lid, and Consolidated Subaidiaries
Yezra Ended March 31, 2006 and 2005

INCOME:

Interast incoma: S s
Interest on loans and bills discounted . .. ...... .. ¥ 52,371 ¥ 54318 | § 446,021
Interest and dividends on securities ... ....... v 23,16 9982 |- 1 197,508
Interest on deposits withbanks . .............. 501 < AR010
Other interestincome . ... inn s, 11,782 ©104,634 -

Fees and commissions. . . ..................... S | - 10,678 oL 148073

Trading profits. . . ... e e . .. 8219 5,851 S0 T0,002 -

Other operating income {Nota 19) .., .... e | 46,288 26,031 " 7894,209 -

Otherincome Note 20} ....................... 60,018 48,721 e i1 186

TotalINCOMe . ..., 1220,821° 188,066 |- . 1.88G,613 -
EXPENSES: '

Interest expenses: . o
Interest on deposits ,................... e 8,514 8,165 72,510
Interest on debentures ............ v - 3,989 . 4,122 33,548
Interest on borrowings and repurchase agreements 4,619 968 38,487 .
Other interest expenses . .................... 18,167 4,436 163,240 -

Fees and commissions.. .. .................... ST 1,318 843 - 11,240 -

Trading losses ..... e e e Ve .. 483 ] 47 - _";:'__3_6;8_65_' -

Other operating expenses (Note 21) ............. 7 8,687 3,899 |- 1-73084

General and administrative expenses. ... ......... . dp/404 48,286 S 420749

Other exgenses (Note 22) ..................... . 16,760. . 9,579 . 184222 -

Total eXDENSBS, .\ ...\ S 4,785 78,048 . 951,845 .
INCOME BEFORE INCOME TAXES AND R L
MINORITY INTERESTS ..........ooovvnn.., 109,055 . 90,017 . 928,768
INCOME TAXES (Note 23): o -
Current....... e o 952, 706 : - 8,110
Deferrad . ..o i {12,184y {813) ~ {103,614)
Total Income taxes. . . . ... e (11,202) (1086) . (95,404)
MINORITY INTERESTS [N NET INCOME . ...._.. .. . JL148 231 C 1,220 -
NETINGOME ................... e e Y1204 ¥ 89,803 [ 81022852 -

PER SHARE INFORMATION:

Basic net income per common stock (Note 26) . . , ., T V4114 ¥30.48 - - $0.35

Diluted net income per comman stock (Nate 26) . . . . 28,38 - 21.24 0.24

Cash dividends applicabile to the year: ) .
Class A Series 4 preferred stock ... ... ......... 5.00 5.00 0.04
Class C Series 5 prefered stock ...,,.......... 372 3.72 0.03
Common stock . .. .. .. R T -0.89 0.89 Q.01

Sae notes to conaolidated finencial staterments.
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Consolidated Statements of Stockholders’ Equity
Aozora Bank, Ltd. and Consolidated Substdiares
Years Endad March 31, 2008 and 2006

BALANCE, APAIL 1,2004 .,...,...| 2834,870 914,811 Y147,746 V272,036 ¥33.333 V¥ 70,335 ¥93,308 Yio)
Nellngoma ....oooveviviennnn,, 99,803
Cashdividends ,........... 13,464)

Net change In net unvealtzed
gain (oss) on avalkable-for-sale
secUlieS ... . ou i, (1.477)

BALANCE, MARCH 31,2005 ....... 2,834,870 014,811 V147,746 ¥272,036 ¥33.333 ¥i56,763 ¥ 1,927 ¥(0)
Nethncome ................... Cor . - T 120114 :
Cash dvidends . ....... R ‘ . (s.een
Net change in net unrealtzed : .
gain (loss) on avalabie-for-sale . . . : - R
gecurities........ FTSU . - . oo ’ 2611} .

Net changs in forelgn curengy : o : - ' C IR .
translation adjustments L o Coeol e o vee
2,834,870 - 014311 | ¥147.746 V272,038 . V33,333 V270,890  V.(883) .. - VB4. V(D) -

= ‘ _R@]MI A T
Irihys {7 ERFHIRR A

$1,258,262 $2.316,778 $283,882 $1,335,067 $16.416 $m
' . 1,022,962 T o
(50,954)

Net change in net unrealizod Lo

gain floss) on avalable-for-sale . ‘

BOCUMIBS . . vt e - - o feaeee -

Net changs in foreign currency | : . I

translation adjustments. ... .... e eirerarraes Lo N . - R
BALANGE, MARCH 31,2006 . .....\ceuevscrneennnnens $1,258.262 -$2,316,778  $289,882 $2,307,025 § (5823 .0 8540 - $0)

See notos to consglidated financial stetements,
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Consolidatad Statements of Cash Flows
Aozora Bank, Ltd, and Conacidated Subsiciaries
Years Ended March 31, 2006 end 2005

M_'!"'-Zim %
""" ot

; B R e
CASH FLOWS FROM OPERATING ACTleES

LN 1’@9._(:55'5 '

Income bafora incoms taxes and minorty interests. . ...... ... ... Y 80,017
Adiustments for: . .
Oepreciation and BMOAEZAHCM . ... ..o veueeeirirniiairainan, 187 751 14,233
Net change In reserve for possible loan 10sses .. ... oo vuvennn L1447} (28,596) {438,147)
Meat change In liabilly for employeas’ retirement bensfils ........... : ’ B71 (3,792} ‘7,418
Net change In reserve for credit losses an _ o S
off-balance-sheetingtrumeants . ......... . vt i : : 200 {8,141} - 1,780
Interest income {accrual basis). . ... .o ce i e i B (89 142)- [76.583) (759,173
Interest expenses (accrual basis) . .. .. P 868,140 17,692 307,785
INET QIS ON SBCUMIBS . ...\ vvreeescrrn o reeccnrrarneeas (5,030} (7,803} (42,842)
Net gains on money heki intrust ... ... e, e BN 1)} {67 (102)
INEt foreign xChange GaINS . . . .. .. eeeirrainsesriarareeees {26,928) {246} (229,335)
Met (gains) lossas on disposal of premises and equipment . ......... - 870 76 $ 5,707
Natchangeiniradingassets ... .........c oo - 260,819 - 133,743 2,221,252
Net change intrading labliities .............coiviiiiiiinivenn. 15,981 397 138,101
Net change inloansand bills discounted ....................., . {463,897} 303,610 {3,951,606)
Met change indepostts . ...... e e - o213 (217,475) €.998,089
iNet change indebentures ..........covieiiiiniiieiennee.s . 205.824 {206,980) 1,762,895
Nat changs in borrowed money faxcluding subordinated debt) . ... .. R 43 500 . 33,300 370,465
Net change in deposits with banks . ..........ovveveivacarenren .- (apan) 1,695 (119,550)
Met changs in call loans and bills bought end others ... ......vuuiws - (123.044) - @4,123) |- - (1)055567)
Net change in raceivables under securities borrowing transactions. . . . (1' 04 640}'_? E 18002 |5 (891' 186)- B
Net change in call monay and billa sold, payables under purchase N, - e o
agreementsand othera ., ........ A et ranens _'(121 T?Q)' g 4,450 : '(1 037 125) :
Net change in commercal paper........coeiiviiiarsanneaanss = T {5,000} .
Net changa in payables under sacurities lending transactions. . ... .. I 115 132 o (8,850) i : 989 459
Nel change in foralgn exchangas (asset) ... .. .. e 8787 . {8os) L (74.807) .
Interest and dividends recelved {cash basls) . ... ..............es '54,3;59 : 75348 718,274
Interest pald (CasN DATIS) .. .. v v v e e ees - (29.850) . (13,297} 7 (264,227)
Other—net..........ccievinan P e - (68.389) : [22,586) (682.369)
Subtotal .. ... U | 588,994 18868 [ ° 5018134
INCOMEtaXes—PaId . . ..o ev ittt b ey T {1,018). (587 |- (8851 |
Met cash provided by operating activities .. ................... U BBTETT 18,080 |~ ..5007,473" "
CASH FLOWS FROM INVESTING ACTIVITIES: S ’
Purchases of 88CUMtIBS ... .. ..ove i it iie it (8.761,274)
Proceeds from salesof secunitias . ..., iiiiriiiia i . " 586,730
Proceads Fom maturtlies 0 SBCUMBIBS . . .. . ...vevnrernreeininens, - 4 97? 3197 3,084,883
Increasein money held Intrust ....oovns i i (55 820} {104,008}
Decrease in money heldintrust . .........ovviveinainan., e .51,868 | 44,892
Purchases of premises Bnd eqQUIPMENt .. ........c.revnrereninnn.. - {2,062) - (1,320
Proceeds from sale of premises and equipment .. ........iieein.n, N | £ 1,074
Procasads from sales of Investments In consolidated subsidlarles ..., ... al 4,439 I
Net cash used in investing activities. . . ............. e T (443773 (164,682) {3.770,365)
CASH FLOWS FROM FINANCING ACTIVITIES: ST '
Rapayment of subordnated dabt .. ........vvuvirineiinenniennn, {5,400) {14,000} {45,588)
DRVITBOE PRIA . .+ . oo et tse e ettt tetee e easataasseraatsas . {8,987 (3,464) {50,984)
Dividends paid t0 minority StockholdBre . ... ...........vvveiiun... . {164) _. {146) ) {1,656)
Met cash used in financing activitles . ........v.vivee.inv.n,. C11,582) (17810} | - .(98.639). .
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS . ... | 132,622 - (186,212 | - ; 1 120,468 °
CASH AND CASH EQUIVALENTS, BEGINNINGOFYEAR .. .......... V74,908 - 338,117 1,484,021
CASH AND CASH EQUIVALENTS, END OF YEAR (Note 3)........... ¥ -30aser ] v 171,905 $ 2,553,490 ..

San notes 1o consolidated financial statementa,
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Notes to Consolidated Financial Statements
Aozore Bank, Lid. and Consolldated Subskiiaries
Years Endad March 31, 2008 and 2005

Nolas ta Consolidated
Financial Statements

1. Basts of Presenting Consolidated Financial Statements

The ascompanying consolidated financial statements of
Aozora Bank, Ltd. (the “Bank”) and consolidated subsidiaries
{together, the “Group™) have been prepared In accordence
with the provisions set forth in the Japanese Securities and
Exchange Law, the Long-term Cradit Bank Law of Japan
and those related accounting regulations, and in conformity
with accounting principles generally accepted in Japan,
which are differant in cartain respects as to appfication and
disclosure requirernents of Intsmatlonal Financial Reporting
Standards,

In preparing these consolidated financlal statements,
certaln reclassifications and rearangemants have been
madse to the conselidated financlal statements issued
domestically In order to present them in a form which is
more famillar 1o readers outside Japan, In addition, certain

2. Summary of Significant Accounting Policies
a. Consolidation—The consolidated financial statements
include the accaunts of the Bank and consalidated
subsidiaries, including Aozora Trust Bank, Ltd., Aczora
Loan Services Go., Ltd., and 7 bther subsldlarles in 2006
and 2005.

In the year ended March 31, 2006, Aozora Asia Pacific
Flnance Limited and Aozora investment Management
Umited were newly established and am Included In the
scope of consolidation. Blue Planet Corporation has bean
eliminated from the scope of consolidation due to disposition
of its shares. Aozora Computer Co., Ltd., which was
previously & consalidated subsidiary until the year ended
March 31, 2005, merged with Aozora Information Systems
Co., Ud. in the year ended March 31, 2008.

Under the contral or influenca concept, those companies
in which the Bank, directly or indlrectly, is able to exercise
controf over finance and operations are fully consolidated,
and those companies over which tha Group has the abilty to
exercise significant influence are accounted for by the equity
method.

The consalidated financlal statements do not Induds the
accounte of cortain subsidiaries such as NCM Investments
Corporation, because the combined total assets, total
income, net income and retained earnings of such
subsldiaries would not have had a matenal effect on the
accompanying consolidated financial statements.

Investments In the unconsalidated subsldiaries and certain
affiiated companies such as Vistnam International Leasing,
Co., Ltd. are stated at cost. If the equity method of accounting

reclassifications have been made in the 2005 financial
statemants to conform to the classifications used In 2006.

The consolidated financial staternents are stated in
Japanese yen, the currency of the country in which the Bank
Is Incorporated and operates. Japanese yen figures less than
a rmillion yen are rounded down to the nearest miiion yen,
except for par share data. As a result, the totals do not
necessarlly agres with the sum of the Individual amounts.
The translation of Japanese yen amounts Into U.S. dollar
amounis Is Included solely for the convenience of readers
outside Japan and has been rmade at the rate of ¥117.42 to
#1, the approximate rate of exchange at March 31, 2006.
Such translations should not be construed as representations
that the Japanese yen amounts could be converted into U.S.
dollars at that or any other rate.

had been applied to the investmants in these companies,
the effect on the accompanying consolldated financial
statements would not be materiaf.

The diffgrence between the cost of an acquisition and the
fedr valus of the net assets of the acquired subsidlaries at the
date of acquisition Is charged to incoms when Incurred.

All significant Intercompany belances and transactions
have been eliminated in consclidation, All matertal unrealized
profit included in assets resulting from transactions within
the Group is eliminated.

b. Cash and Cash Equivalents—Cash and cash equivalents
cansist of cash on hand and due from the Bank of Japan.

c. Trading Assets/Liabllities—Transactions for trading
purposes {for the purpose of seeking to capture gains arlsing
from shart-term changes In Interest rates, cumency exchange
rates or market prices of securities and other market-related
Indices or arbitrage opportunitias) are included In “Trading
asssts” or “Trading flabifities,” as appropriate, on a trade
date basls, Trading assels and liabilitles are stated at fair
value.

Profits and losses on transactions for trading purposes
are shown as "Trading profits” and “Trading losses,” as
appropriate, on a trade date basis.

d. Securities—All securities are classified and sccounted for,

depending on management’s Intent, as follows: {1) trading
securities which are held for the purpose of earning capltal
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gains in the near term (other than securliles booked In
trading accounts) ere stated at falr value, and the related
urvealized gains and losses are recognized In the
consolidated statement of Incoms, (2) held-to-maturity debt
securities which are expected to be held to maturity with the
positive Intent and ability to hold to maturity ere stated at
amortized cost and {3) available-for-sale securities are
reportad at fair value, with unrealized gaing and losses, net
of applicable taxes, reported in a saparate component of
stocknolders' equity. The cost of sale of these securities
is determined mainty by the moving-average method.

Non-marketable avallable-for-sale securities ame stated at
cost. The cost of sale of these securities Is determined by
the moving-average method.

For other than temporary declines in fair value, the cost
of sacurities are reduced to net realizable value and the
impairment tosses are recognized by a charge to incoms.

As for interests in investment limited partnarships and
assoclations under the Civil Code or silent partnerships simitar
to Investment limited partnerships, the Group records net
assats and net Income of these entities a3 assets and profits
or losses in proportion to the shares of interests based on
thelr financlal statements. Tha Group records such interests
In “Securitles.”

Securities included in money held In trust on behalf of
the Bank are carred in the same manner as for securities
mentionad above.

@. Derlvatives and Hedging Activities—Derivative financial
instruments (other than dervatives booked In trading
accounts) are classifisd and accounted for as follows:

i i derivatives other than these used for hedging purpose
are recognized as either assets or llabliitles and measured
&t fair value, with gains or logses recagnized currently in
the consolidated statament of Income.

(i) derivatives used for hedging purpose, If they meet certaln
hedging criteria, including high comelation and effectiveness
betwsen the hedging instruments and the hedged items,
are recognized as either assets or labilities and measured
at far value, Gains or logses on derivatives used for
hedging purposs are primarily defered over the terms
of the hedged iters and are charged to income when
geing and losses on the hedged items are recognized.

Net unrealized gains or lusses on qualifying hedges are
deferred and Included in “Other llabilities® or “Other assals,”
as appropriate, Gross defarred hedge gains and losses as
of March 31, 2006 and 2005 amounted 1o ¥13,827 milllon

($117,780 thousand) and ¥25,319 million ($215,635

thousand), and ¥36,603 millon ang ¥27,034 milllon,

respectively,

Hetges of Inferest rate risk

The Bank appllss defarral hadge accounting to hedges

of Interest rate risk assoclated with financial assets and
liabiities in accordance with the Industry Audit Committes
Report No. 24, *Accounting and Auditing Treatments an the
Application of Accounting Standards for Financial Instruments
in the Banking Industry,” issued by the Japansss Institute of
Certified Public Accountants {the "JICPA®) (tha “JICPA
Industry Audit Committee Report No. 247,

Under the JICPA Industry Audit Committee Raport No. 24,
hedpes to offset changes in fair valus of foced rate instruments
{such as loans or deposits) {"falr valua hadges") are applied
by grouping hedging Instruments and hedged items by their
maturities. The assessment of hedge effactiveness Is generally
based ¢n the conslderation of interest rate indices affecting
the respective falr values of the group of hedging instru-
ments and hedged Hems,

Prior to April 1, 2003, the Bank had applled macro-hedge
accounting for interest rate-related derivatives to manage
Interest rate risk arising from a pool of financlal assats
and liablities as a whate. Deferred hedge gains or losses
recorded on the balance sheet at March 31, 2003 were
charged to Income as Interest INCOme or eXpenss over a
period within 3 years from the fiscal year ended March 31,
2004, based on the remalning terms end notional amounts
of the hedging instruments. Deferred hedge gains and losses
on the macro hedges were ¥28,428 millon and ¥20,018
milllon respectively at March 31, 2005, and there were no
remaining balances at March 31, 2008.

Hedgas of foreign cumency risk

The Bank applies deferral hedge accounting to hedges

of forelgn currency risk assoclated with forsign-currency-
denominated financial assets and labllittes In accordance
with "Accounting and Auditing Treatments for Foraign
Currency Transactions in the Banking Industry” {the *JICPA
Industry Audit Committze Raport No. 257,

In accordance with the JICPA Industry Audit Commitiee
Report No. 25, the Bank designates certain currency swaps
and foreign exchange swaps for the purpose of funding
foreign curmencies as hedges for the exposure to changas
In foreign exchange rates assoclated with forelgn-curency-
dencminated assets or liebfiities when the forslgn currency
paositions on the hedged assets or llabilities are expected to
excead the coresponding forelgn currency positions on the
hadging Instruments. Hedge effectivaness Is reviewead by
comparing the total curmency pasition of hedged items with
that of hedging Instruments by currency.
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For hedging the forelgn currency exposure of {oreign-
currency-denominated available-for-sale sacuritles (other
than bonds) which were designated in advance, fair value
hedge accounting is adopted on a portfolio basis when the
cost of the hetged sacurities are covered with offsetting
liablities denominated In the same foraign currencles as the
hedged securlties,

Inter- and intra-company derivative transactions

For Inter and Intra-company derivative transactions {“intarnal
dertvatives®), including currency and interest rate swaps,

the Bank cutrently recagnizes gains and fosses on internal
derivatives or defers them as assets o [labilities without
elimination in accordance with the JICPA industry Audit
Committee Reports No. 24 and No. 25, which permit a bank
to retain the gains and lossas on Internal derivatives in its
financial statements without elimination if a bank establishes
and follows the strict hedging criterla by entering into rimor-
image oftsatting transactions with external third parties.

Hybrid financlal Instruments

With regard to hybrid financial Instruments whose embedded
derivatives can be treated separately, the Bank accounted
for such hybrid financlal instruments In their entirety on an
accnial basis without separating embedded derivatives from
the host contracts until the year ended Mareh 31, 2004,
From the year ended March 31, 20085, as an infernal
management system for separate accounting was
established, embedded derivatives have been marked to
market, sgparately from host financlal assets or liabilities,
and valuation gains or losses are recognized currently. Asa
result, incoms befare incorne taxas and minority intevests for
the yeer ended March 31, 2005 Increased by ¥2,929 milion.

f. Premises and Equipment—Premises and equipment are
stated at cost. Depreclation of premises and equipmeant of
the Group is computed by the declining-balance method at
rates based on the estimated useful lives of the assets, while
the straight-line method is applled to buildings of the Bank,
The range of usetul lives |s principally 50 years for buildings
and from 5 10 15 years for other premises and equipment.
As to some portlon of the headquarter office bullding
and the Fuchu annex building (computer center), renovations
are anticlpated In the near future. Consequently, the Bani
shortaned the useful Iives of such bulldings to the reasonably
estimated periods of future use and recorded an extraordinary
depreciation of ¥569 million ($4,853 thousand) for the year
ended March 31, 2006 which was included in *Other
expenses.”

Notew to Conaolidetad
Finanzlzl Statements

g. Long-iived Assets—In August 2002, the Businsss
Accounting Councl Issuad a Statement of Opinion,
“Accounting for Impairment of Fixed Assets,” and in October
2003 the Accounting Standards Board of Japan {"ASBJ7)
issued ASBJ Guidance No.6, "Guidance for Accounting
Standard for impairment of Fixed Assets®. These new

, pronouncements were effective for fiscat years beginning on
or after Apri) 1, 2005 with early adoption permitted for fiscat
years ending on or after March 31, 2004.

The Group adopted the new accounting standard for
Impairment of fixed assets as of April 1, 2005,

The Group reviews its long-tived assets for impaiment
whengver evants or changes In circumstance Indkeate the
carrying amount of en asset or asset group may not be
recoverable. An impalrment loss would be recognized if the
camying amount of an asset or asset group exceeds the sum
of the undiscounted future cash flows expected fo result
from the continued L:8e and eventual disposition of the asset
or asset group. Tha impaiment lass would be measured
as the amount by which the carrying amount of the asset
exceeds |ts recoverable amount, which is the-higher of the
discounted cash fiows from the continuad use and eventual
disposition of the asset or asset group or the nat selling
price at disposition.

As aresult of the above review, the Group recognized no
impalrment loss for the year endad March 31, 2008,

h. Software—Costs of soflware developed or obitalned for
internal use are depreciated over the estimated useful lives
of the software (principally 5 years).

I. Deferred Charges—Discounts on debentures are
dsferred and amortized by the straight-ine method over the
terms of the debentures. Debenture issuance expenses are
deferred and emortized by the straight-line method over the
shorter of the tarms of the debentures or the 3-year period
stipulated in the Enforcement Regulations of the Commarcial
Coda of Japan,

1. Write-off of Loans and Reserve for Possible Loan
Losses—Loans to borrowers who are assessed as “legally
bankrupt” (in the process of legal proceedings for bandauptey,
special liquidation, etc.) or "de facto bankrupt” (in sericus
financia! dificulties and are not desmed to be capsble of
rastructuring) under the Bank's self-assassment guidelines
are written off to the amounts expacted to be collscted
through the disposal of collatera) or execution of guarantees,
The written-off amounts deemed to be uncollectible were
¥5,717 milion ($48,680 thousand) and ¥9,250 milllon at
March 31, 2006 and 2005, mspactively.,
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For lsans to bormwers who are assessed as "in danger
of bankruptey” (not yet bankrupt but are In financial
difficutties and are very liely to go bankrupt I the foreseeable
future), a specific reserve Is provided for the amount
considered to be necessary basad on an overall solvency -
assessment of the borrowers and expected collectible
amounts through the disposal of collateral or execution of
guarantess. For other loans, the Bank provides a general
resarva by applying the estimated loan-loss ratio determined
basad on the historlcal experiencs over a cartain defined
period,

A reserve for loans to forelgn bomowers with specific
country exposures Is provided for the amount of expectsd
losses based on the assessment of pelitical and ecenomic
situation of thelr respective countries.

All loans are perpstually monitored according to the internal
self-assessment guldelines end related rules, On a continuous
bas's, the operating divislons or branches review and revise
the internal credit ratings for the bormowers In accordance
with the predefined "bomowers category,” and the Credit
Examination Oiislon, independent of operating divisions
or branchas, examines the management of credit
accommedation including the suitability of the internal credit
ratings. At the fiscal year end, the results of this process are
utilized by the operating divisions or branches to compute
the write-offs and the reserves, and then the Cradht Risk
Management Division crosschecks and verifles those
amounts,

The consolidated subsidiaries calculate their general
reserves by applying the appropriate historical loan-loss ratio.
For doubtful loans and loans to borrowers in bankruptey and
reorganization, consolidated subsidiarles provide & specific
reserve based on an assassment of individual loans.

k. Liakility for Employees’ Retirement Benefits—The
Group accounts for the ltability for employees’ retimment
benefits based on the projected benefit obligations and plan
agssls at the balance sheet date. Prior service cost is
amortized using the straight-line method over employees’
average remalning service period at incurrance, Net actuarial
gain and loss Is amortized using the straight-ine method over
8 certain pedod within employees’ average remalning service
period commericing from the next flscal year after incurrence.

1. Reserve for Credit Losses on Off-balance-shest
instrumenis—~ reserve for credit losses on off-balance-shaet
instruments s provided for credit losses on commitments to
extend loans and other off-balance-sheet financial instruments
based on an estimated loss ratio or individually estimated
loss amount determined by the same methedology used in
determining the amount of reserve for possible loan losses.

m. Lease Transactions--Alj leases of the Bank and ils
domestic consolidated subsldlaries are accounted for as
operating leases. Under Japanese accounting standards for
leases, finance leases that are deemad to transfer ownership
of the leased-property to the lessees ave to be capltatized,
while other finance leases are parmittad to be accounted for
as operating iease transactions if certaln "as if capitalized*
information i3 disclosed In the notes to the consolldated
financial statemenis,

A. Income Taxes—Defarred income taxes are recorded

to reflact axpected future consequences of temporary
differences betwesn assets and lablittes recognized for
financial reporting purposes and such amounts recognized
for tax purpasas. These defemed taxes are measured by
applying currently enacted tax rates to the terporary
differences. The Bank essesses the realizability of daferred
tax assets based on consideration of the available evidence,
including future faxable incame, future reversal of axisting
temporary diferences and 1ax planning strategles. The Bank
reduces the carmying amount of a deferred tax asset to the
extent that it is not probable that sufficient taxable income
will be avallabls ta allow the benafit of part or all of that
deferred tax assel to be realized. Any such reduction may be
reversed to the extent that It becomss probable that sufficlent
taxable income wlll be avallable and warrant the realtzation
of tax benefits.

0. Foreign Currency ltems—Assets and liabllitles
denominated in foreign cumencles-held by the Bank at the
year end are translated into Japaness yen at the exchange
rates prevalling at the end of the fiscal year excapt for
investments In equity securities of affilated companies which
are translated at historical rates.

The financial statements of foreign subsidiaries are
translated into Japanese yen at the exchange rates as of the
respactive balance shest dates, excapt for equity accounts,
which are transiated at histarical rates, Differences arising
fror such translations ar shown as “Foreign currency
translation adjustments” as a separate component of
stockhalders' squity,

p. Dividends—Payments of dividends are accounted for
as appropriations of retained eamings In the fiscal year
when such appropriations are appraved at the general
stockholders’ mesting or, in the case of Intarim dividends,
at the mesting of the Board of Directors.

Cash dividends charged to retalned earmings are those
actually peld during the fiscal year and conslst of year-and
dividends appficabla to the preceding year and Interim
dividends for the current year.
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q. Per Share Information—Baslc net Incoms per share
is computed by dividing net incoms available to common
stockholders by the welghted-average number of shares
of comman stock outstanding for the pariod, retroactively
adjusted for stock splils.

Diiuted net income per share reflacts the potential dilution
that could occur if securities were exercised or convertad
into common stock. Diluted net Income per shars of
cormmon stock assumes full conversion of the preferred
stock at the beginning of the year with an applicable
adjustment for related dividends to prefermed stock.

Cash dividends per share presented In the accompanyling
consolidated statements of income are dividends applicable
to the respective years including dividends to be paid after
the end of the fiscal year. '

. New Accounting Pronouncements—

Business Combination and Business Separation

In Cotober 2003, the Business Accounting Council

issued a Statement of Opinion, "Atcounting for Business
Cotmbinations,” and on December 27, 2005 ASBJ issued
“Accounting Standard for Business Separations® and ASBJ
Guldance No. 10, *Guldance for Accounting Standerd for
Business Comblnations and Business Separations.” Thess
new accounting pronouncements are effective for fiscal
years beginning on or after April 1, 2006.

The accounting standard for business combinations
allows companles to apply the pooling of interests method
of accounting onty whan certain specific criteria are met
such that the business combination is essentially regarded
s a uniting-of-interests. These specific criteria are as follows:
() the considerstion for the business combination conslsts

solely of common shares with voting rights,

{b) the ratlo of voting rights of each pradecesaor gtockholder
group after the business combination is nearty equal, and

(c} there are no other factars that would indicate any contro!
exerted by any stockhoider group other than voting
rights.

For business combinations that do not meet the uniting-
of-Interests criteria, the business combination is considered
10 be an acquisition and the purchase method of accounting
is jequired. This standard also prescribes the accounting for
combinations of entities under common control and for Joint
ventures. Goodwill, inciuding nagative goodwil, Is 1o be
systematically amortized over 20 yesrs or less, but Is also
subject to an impalrment test.

Under the accounting standard for business separations,
in a business separation where the interasts of the Investor no
longer continue and the investment ls sattied, the difference
between the fair value of the consideration received for the

Notes ta CansoEdated
Finaneisl Satements

transferred business and the book value of net assets
transferred to the separated business s recognized as a
gain or joss an business separation in the statement of
incoms. In a business separation where the interests of the
investor cortinue and the Investment is not settlsd, no such
gain or loss on business separation ts recognized,

Stock Options

On Dscember 27, 2005, ASB. Issued “Accounting Standard
for Stock Options” and related guidance. The new standard
and guidance ame applicable to stock options newly granted
on and after May 1, 2008.

This standard requires companies to recognize
compensation expensa for employee stock options based
on the falr value at the date of grant and over the vesting
pedod as consideration for receiving goods or services.

The standard also reguims companles to account for stock
options granted to non-employees based on the fair value of
sither the stock option or the goods or services recelved, In
the balance sheet, the stock option is prasented as a stack
acquisition right as a separate component of stockholders'
equity unti exercised. The standard covers equiity-setiled,
share-based payment transactions, but does not cover cash-
setlled, share-based payment transactions. In addition, the
standard affows unlistad companies to measure options at
thelr intrinsic valus If they cannot reliably estimate fair value,

Bonuses to Directors and Corporate Auditors

Prior to the fiscal year ended March 31, 2005, bonuses to
directors and corporate auditors wers accounted for as a
reduction of retalned earnings in the fiscal year following
approval at the general stockhokisrs' meating. ASBJ issued
ASBJ Practical Issues Task Force No. 13, “Accounting
Treatment for Bonuses to Directors and Cormporate Auditors,”

" which encouragad companies 1o record bonuses to directors

and comorate auditors on the accrual basts with a relatedt
charge to Incoms, but stil permitted the direct reduction of
such bonuses from retained eamings after approval of the
appropration of retalned eamings.

ASB replaced the above accounting pronouncernent by
Issuing a new accounting standard for bonusas to directors
and corporate auditors on November 29, 2005. Under
the new accounting standard, bonuses to directors and
corporate auditors must be expensed and are no longer
allowed to be accounted for as a reduction of retained
earnings. This accounting standard Is effective for fiscal
years ending on or after May 1, 2006. Companies must
accrus bonuses to directors and corporate auditors at the
fiscal year end to which such bonuses are attributable,




3. Cash and Cash Equivalents
Cash and ¢ash equtvalents as 01‘ March 31 2006 and 2005 conslmed of the followlng

149,947 ©.2,448,407 . .
¥171,906 | '$2,503490

Tradlng assets:
Tradingsacurities ... ..., ¥ -B v 2 ‘ $ 44
Dertvalives of trading securities .................... R 7 :
Derivatives of securities held to hedge frading transactions . .. |: - - 68 26 .. .. .. 5b83
Derivatives of trading transactions . . .............. Gl el 88,201 | . .. 798053
L : 266469 | i
¥354,706
Trading liabvities:
Derivatives of trading securities .. .................. o L ¥ 4
Derivatives of securities held to hedge trading transactions ... |~/ "+ ¥ 12" 165
Derivatives of trading transactions . . . ............... L, 104898 - 88,767
TOW). et e - ¥104,9 ¥ 88,927

5. Securities

The amounts shown In the fallowing tables include trading securities and commoercial paper classified as “Trading assets* and
bensficiary interests in loan trusts classified 4s “Monatary claims bought® In addition to *Securities® statad In the consolidated
balance sheets.

Securities as of March 31, 2006 and 2005, conststed of the fouowlng

Japanese national government bonds. ... ............. ¥ 732100 v 538212 | 7 $°6,234,8%0
Japanese local governmentbonds ... ................ p 5,064 . 28,694.'

Japanese corporate bonds .. ........... e, S 66,039 | T e42942
Japanese Stocks . .. .............. R L 4 1,388 |7 346,140

Forelgn bonds . . ........... e e dag 109 305529 | 3671519
other .....ovvvvenn .. e .3 ‘ .345.4;«1__7_"._ 211615 | - 2,941,803
Total. ....... e oo | ¥ 828168 ¥1,128650 |- $13.886,078 -

As of March 31, 2006 and 2005, securities Included equity investments in unconsolidates subsldiaries and affliated
companles, amounted to ¥10,185 million ($86,675 thousand} and ¥8,001 milllon, respactively,
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The carrymg amaunts and aggregale fair values of aeourmes as of March 31, 2008 ware as follows.

Avai!able-for-sale. e
Japanese national govemment bonds .. .............
Japanese local governmentbonds . ........ ... ...
Japanese corporate bonds ........... e
Japanese 8tOCkS ... ... i e s

.......................

Held-to-maturity;
Japanese natlonal govammsntbonds ...............

Cir20387 | |

Nnm to Comﬁﬂhd
Rnancie Statemants

20|

V1,218,886 |

Avallable-for-sale:

Japanese national government bonds . ... ........... $ 6,297183 . .43 2,501
Japanesa local government bonds . ................ 250007 . e [ . g8
Japanese corporate Bonds . . ..................... .es219 |- oata [ ae” 65,644
JapANGSe SIOCKS . . ...\ et 15004 . daas | SRR RRRY "V -
FOrBIgNBONDS .. ... vveei e nerennnn. 2877 883 L 109 87,963 2,810,029
OMNBI e 1,089,786 113,927 - 3,881 1,200,882
Held-to-maturity: _ o )
Japanese netional govemment bonds . .. ............ - I TS T TV
TOMAL. . -t et $10,380,570 |- $120,026. | $134,850 -] $10,374.7458

*Ad for investmenta In partnarships classified s sscurities in the consalidaled balance sheats, the amounta of marketabls avalable-for ale sscurilles

atributable to such interests in the pertnershing ae ncludad in "Other”,

The canying amounts and aggregate fair values of securties as of March 31, 2005 were as follows:

Avalleble-for-sale:
Japanese natlonal govemmsntbonds . ............., ¥538,144 ¥ 136 ¥ 98 ¥538,182
Japanese local governmentbonds .......... .. ..., 5,401 ag 2 5,488
Japanese coporate bonds ..., ... . e eiieiei s 12,808 176 s 12,979
Foreignbonds .. .. ... ... i i 185,654 17 2,062 183,610
L1 94,860 5,481 462 99,858
Held-to-matugity: '
Japanese national govermmentbonds . ... .. o0l 29 0 30
e ¥836,809 ¥5,881 ¥2,630 ¥840,150

* As for invesiments In partrerships classified as securtles in the consolideted batance sheels, the amounls of markedsbis avalable-lor-sale sacuriiiss

altributable fo such imeresty in the partnerships are included in “Othar”.

Individual marketable securities are written down when a substantial decline in fair value of such securities Is desmed to be
other than temporary. For the years ended March 31, 2006 and 2005, no Impaiment losses were recorded with respect to
markstable securities. A decline in falr valus Is determined to be substantial and other than termporary In principle when the fair
value declines by 30% or more compared to the acquisition cost,
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Sacuriﬁes whosae fair value was not readl!y deten'nmable as of March AN, 2006 and 2005, were malnly as follows:

Available-for-sale:
Japanese unlistedbonds ... ........... e
Japanese stocks
Beneficia interests in loantrust .......cc.0hiiheen,
Investments in partnerships . .......... s
Forelgn securitles . .. ... ., T T

| 58691 "_
‘101.8‘08'

¥ 53,635
1,330
9,200

44 085
122,565

The Bank changed its Intent with respect to certain
"Available-for-sale securities” tolalling ¥3,307 million

{$28,172 thousand) and clessified them as “Trading securities”

in the year ended March 31, 2006. This resulted in an
increase in Income before income taxes and minority interest
of ¥372 mdllion {$3,172 thousand).

Securities received under unsacured lending agreements
or with cash collateral, and securlties received under

repurchass agresments, which permit borrowers to sell or
repledge such sscurities received, amounted to ¥300,860
milion ($2,562,263 thousand) and ¥195,600 million as of
March 31, 2006 and 2005, respectively. As of March 31,
2005 loaned securitias under such agreements amountad to
¥17,835 million. There were no loaned securities under such
egresments as of March 31, 2006.

Proceeds from sales of available-for-sale securities and the gross reallzed gains and logses on these sales for the years ended
March 31, 2006 and 2005, wer as follows:

Gross realized gains
Grossrealized oS85 . .. v v o i ii i i

o 18 407

v1 162.564 '

- 59,411, .

The carrying values of debt securitles by contractual maturitles for securities classified as avafiable-for-sale and held-to-maturity
as of Ma!ch N, 2006 were as follows

SR L
Due in one year or less O $ 5 418 332 1. .
Due after one yearthrough five years .......oovveenn.. V2o 2 518, 224_-‘_ ER '3255
Due after five years throughtenyears . ................ C 81 1, 866 t
DUB AREr BN YBAMS .o\ e v v veereensresnanneeneens L b1,030,848 7
- veg - .$10.685..a7_0r? 8285

Carrying valus

¥328,108

Ing securitfes as of March 31, 2008 and 2005, were as follows:

¥138,768 $1 181,814
Valuation gains L 150617 3,429 .-128,289:
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6. Money Held in Trust ‘
The carying values and related valuation galns for moniey held in trust classified as-tracing purpose as of March 31, 2006 and
2005, wars as follows:

Carryingvalue .........

Valuationgains ... ... i e

Neweto lelﬁnud
Fisanciel Staremsents

7, Loans and Blils Discounted

Loans and bills discounted as of March 31, 2006 and 2005, consisted of the following:

Bills CISCOUMEA v v+ es ey vaass et senaenensnss -5 1 20
LoaNS ONMOtes .. oveiii e i e e 283883 291,925 . .'2,247.-5{50 ;
Loansondeeds. .. .........eeeuy,, 2,587,487 . 2,176,465 22,038,174
Overdralts . ................... e -281,437 191,817 .. 2,396,848
Ot . e N - ¥3,136,265 . ¥2,666,380 ' $26,709,718

The following ioans wers Included in Ioans and bllls dlso‘ourrtsd as of March 31 2005 and 2005

165 586

' 42.52"1_]"

26,360 " $204,416

The above amaunts are stated affer write-offs of
uncollectible amounts but before deduction of the reserva
for possible ivan losses.

Loans to bankrupt botrowers are loans ta borrowers who
are legally bankrupt and are placed on non-accrual status.

Past due loans are non-accnial loans on which acerued
interest Income is not recognized, excluding loans to bankwupt
bomowers and loans on which inlerest payments are deferred
in order to support the barrowers’ recovery from financlal
difficultles. Past dus loans include loans to borrowers who
are In danger of bankruptcy and de facto bankrupt under the
self-assessmant guldelines.

Loans overdue for three months or rmore are aociing
loans for which principel or interest remains unpaid for at
least three months, excluding loans to bankrupt borowers
and past due lcans,

Restructured loans are loans where lending conditions are
relaxed, such as by reducing the interest rate, or by forbearing
interest payments or principal repayments fo support the
borrower’s recovery, excluding loans 1o bankrupt borrowers,
past due loans &nd loans overdue for three months or mora.

Certain problem loans, for which the Bank was entitled
to exercise its cancellation right to retumn to the Deposk
Insurance Corporation of Japan under articles of “Warranty
of Loan-Related Assats” described in the Share Purchase
Agreement ragarding the transfers of the Bank's shares as
of June 30, 2000 were not included tn the above armounts.
Such problem loans amounted to ¥26,631 milllon ($226,804
thousandi} and ¥28,527 milllon as of March 31, 2006 and
2005, respectively.

Overdraft contracts and contracts for loan commiments
are those by which the Bank is bound to extend leans up to
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& prearranged amount, at the request of customers, unless
the customer is in breach of contract conditions. The
unutilized balance of these contracts armnounted to ¥667,801
million {$5,602,127 thousand) and ¥362,407 million as of
March 31, 2006 and 2005, respectively,

¥474,791 millon {$4,043,529 thousand) and ¥272,305
milllon of these amounts relate to contracts with origine!
contractual termns of ons year or less as of March 31, 2006
and 2005, respectively.

The amount of loans sold through senlor certificates under
a collateralized loan obligation (CLO) securitization totaled
¥50,000 milion ($425,822 thousand) and ¥100,000 milion
as of March 31, 2008 and 2005, respectively. Subordinated
certificates retained and recorded as loans and bllls
discounted by the Bank amounted to ¥17,378 miflon

8. Foreign Exchanges
Forelgn exchanges as of March 31, 2008 and 2005, co

($148,000 thousand) and ¥34,603 million as of March 31,
2006 and 2005, respectively.

Bllls discounted are accounted for as financing transactions
in accordance with the JICPA Industry Audit Committee
Report No.24, although the Bank has the right to sall or
pladge them without restrictions, The face values of such
bills discounted held as of March 31, 2008 and 2005 were
¥3,445 million ($29,347 thousand) and ¥8,181 milllon,
respactively.

The outstanding amount which was accounted for as
salas of loans to participants for loan participations In
accordance with the JICPA Accounting Standard Committes
Report No. 3 Issued on June 1, 1095, was ¥74,799 milllon .
($637,023 thousand) as of March 31, 2006.

T $98,250

¥2,161
¥2161 |- . §83.250
Liablities: L
Duetoforelgnbanks ...........ocooiieenon,.. Yy 2 TR S I AT
Total.,.o.veennn.. e ¥ 2 BT R

9. Premises and Equipment

Accumulated depreciation amounted to ¥23,347 milion ($198,839 thousand) and ¥22,183 milllon as of March 31, 2006 and

2005, respectively.

10. Customers’ Liabilities for Acceptances and Guaranteas

Afl contingent llabilities arising from acceplances and
guarantees are reflected in acceptances and guarantees,
As a contra account, customers’ liabilities for acceptances

11. Reserve for Possible Loan Losses

and guarantees are shown as essets representing the Bank's
right of Indemnity from customers.

Qeneral FBSBIVE ... . ...ttt ¥ o5827 |7 8633788
SPEGHC BBV . . ... ..o ieia e, 3,663 36,528 |, . -168.862
Reserve for loans to restructuring countries ......... AN . 855 683 T 3,080
Ol e v 81,686 ¥133,133 " .$696,880.
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12. Collateral -
The carrying amot.ms of assets pledged as oollaieral and the co!laterallzed debt as of March A, 2005 and 2005 we:e as follows:

Assats pledged 8§ collataral

ma 9?7 ’

- g2017806. -

Loansand blllsdiscounted ..........c..c.ovuuann. : ¥277,088
Secunties . ............ et Creraen 393 355_ - 382,340 18,949,980
133605 .. .. .
¥793,001 | .. $5.407.6806
DEPOSIS . . .ot ¥ 30,000 s _1"70,'329_ :
BOmowed MONGY . ...o.ove e ieee e, . 100 ~. 7 Bs2’
Callmonsy andbllssald .., ,.............. e 153,400 1 462 271 ‘
Payables under repurchase agreements ............. 183,824 5 424 020.
Payables under securities lending transactions ........ 72,756 -1,759, 958‘}»
TOMEL L e e e ¥440,081 . $3,817,430°,

In addition, the following assets were pledged or deposited ag margin money for future trading and coliateral for transactions

incfudlng exchange ssttlemem and derivaﬂves as of Margh 31 2006 and 2005

¥1 27,940

| .;'3'901762

-.13,882

.......................................

¥127,940

3915644

13. Depaosits

Deposns as of March 31 2006 and 20086, conslsted of the following

curram daposns ..................... e, 1006 ¥ 44,002 $ 857, 131"
Ordingry deposiS ... ...\ \ue i ., atepe 207,588 " 2,784,191
Deposits Bt NOMCE .. ... ooyt 1. 05,489 ¢ 13,088 217,082
TimMe dBPOSHS .. . vereeesrannsennss, e 1,818,761 1,469,497 15,489,370, .
Negatiabie cerlificates of deposit .. .................. © 870,824 - 515,480 ? 418, 317‘ ‘
Other ........... e 59,867 34,936 - 457,057
TOEl . . e ".¥3,196,307 . ¥2,374,583 $27,221.14a; ‘




14. Debontures
Debentures as of March 31 2006 and 2005 conslsied oftha fouawtng

One-year discount debentures ......... P, Cenes X 0 03%-0 06%
One-year coupon debentures . . ..................... - 7808 | 0.10%-0.45%
Two-year coupon debentures . ....................., i -‘,’_61?,',7700 _ 465,700 | 0.15%-0.80%
108 39,850 1 0.20%-1.20%
B 274,681 0.10%-1.80%
L T U oo |ov1080331 | vearges

¥ 415300 $3,536,879

303,940 2,688,492

185,004 1,575,579

77,204 657,508

78,878 671,765

2 19

L P ¥1,060,331 $9,030,243

15. Borrowed Money

The weighted averaged annual Interest rates applicable to bomowed money were 1,19% and 1.12% as of March 31, 2008 and
2005, respectively,

Borrowed money Includes subordinated borrowlngs which were ¥5,400 million ag of March 31, 2008,

Annual maturities of borrowed monay as of March 31, 2006 for the next ﬂve years and therearter were as follows:

AT i
D ¥ 500 $ 4,288
208 e Cerearens 1,100 9,369
208 .........e e e ey 1,016 8,844
2010 .. v Ftaa heraeianaaias e ©.500 80,506
L L T 14,500 123,488
2012andthereafter . . .........0 o Vreriaat et 58,800 600,766
Total v e TSR, ¥85,415 §727,431
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16. Other Assets and Liabilities

Oiher assats and Ilabllltles as ef March 31, 2006 and 2005 consnsted of the foﬂowlng

Accrued Income. . . .. e . ¥10310 ¥ 5834 | . § 87 311_ A
ACCOUNtS 1ECENVALIBS . .. . .\ ruse s esss s T, 61,762 - 1,318 . 526995
investments in partnerships . . . . .. e, S 4000 . 4,751 - 34,087
Derivative financlal Instruments .................... 22, 338 i 40,330 190 244
Flnancial stabillzation fund .. .....ovveun e - 32,828 82,628 2778740
Deferred losses on hadging Instruments ............. “f1aee 97,874
Advance payment in software development .......... - Bt 18 1,358 -/43,578, :
Other....... e e, 7,832 18,510 . BBT0B
Tt v e '*-.s(t 55,481 V02,581 | . ‘;'$1 324 151,
Other liabllties: L P
ACCIUB BXPEINSES . .. ...\ ee eyt ¥ 23,817 ¥ 15,638 $ 202,838
Derivatives other than fortrading . . ................. 17,770 14,430 . 151,345
Deferred gains on hedging instruments ... _...... RPN . . 9,569 - .
Matured debentures. . .. .........uiiiaea 20,500 23,552 " 174,604
Other .......... e e, v 84,198 62,325 717,078
TOtBl. ... ernen.ns T V146,288 ¥125,614 " 81,045,863

17. Liability for Employses’ Retirement Benefits

The Bank has ermployess' retiement bengfits plangs. Such retirement benefits are mada In the form of & lump-sum severance pay

ment from the Bank and annuity payments from trustess,

The liabllity for employees’ ratirement benefits plans as of March 31, 2008 and 2005, oonslsted of the following

Projected benefit obligation .. ................... e ¥ 38,893 ¥ 38,860 C$331,282 |
Felr value of plan assets ...... e R -(20,404) (16,761) (173,779
Unrecognized prior service cost ... ... e . w12 1,321 9843
Unrecognized actuanal 1088, ..................... L -3, 239]-- : {7,969) . {28012)
NetTability . ... ..o e, L Y6381 ¥15460 | 1 $130,600

Note: Cartain subsidiares apply the simplllied method, which allows osrtah amall-aizsd Pians 1o uge certain proxy measures nstoad of strict actuaral
computations for the caleulation of Fabillty for employees’ retirement banafits.

In accordance with the snactment of the Defined Benefit
Enterprise Penslon Plan Law, the Bank obtalned an approval
fiom the Minister of Health, Laber and Wattare for the transfor
of past retirement benefit obligations with respect to the
substitutional portion of the Employess’ Pension Fund of

Japanese Government on January 1, 2005, The Bank
derecognized the past retirement benefit obligations and
related plan assets and recognized a gain of ¥4,482 million,
which was recorded as “Other income® for the year ended
March 31, 2005.

0175




The components of net perfodic benefit costs of the employees’ retirement benefits plans for the years snded March 31, 2006
and 2005 wers as follows

Net periodic retirement benefitcosts. .. ...............

va 53l ¥3d16_ | - §38592

Nola: All of retlrement benefit costs ane classiied as service cost for the subsidiardes applying the simplifed mathod,

Other than those above, extra retiremant benefits of ¥1,264 million {$10,765 thousand) were expensed for the ysar ended
March 31, 2006. No extra retiement benefits were expensed for the year ended March 31, 2005.

Assumpuons used for the years ended Man::h n, 2006 and 2005, wera a.s follows

e R R A
1.9%
Expected rate of retwm on plan assets
Corporate pansionfund system . ................... ' —
Approved retirement annuiles . .. .......oeviuuu.. .. L . : 0.2%
Fund of wetfare pansion. . .. ... .. e o LT = 2.0%
Amortization parfod of prior servica cost ... . . . e . @yedrsas dverage - 9-12 years as average
ramalnlng_sarwpp remalning service
pericd l period
Recegnition period of actuarial galndoss . .......... vens 5 yagts gr avaraga § years or average
remaining senvice remaining service
poriad if less than - period ff less than
. S'féa'rs, 5 years

18. Stockholders' Equity

(1) Capital Stock and Capital Surplus

Through May 1, 2008, Japanese companies are subject to
the Commercial Code of Japan (the *Cada”),

The Cods requires that all capital shares are issuad
with no par value and.at least $0% of the issue price of new
sharss are required 1o be recorded as capital stock and the
remaining nat proceeds as additional paid-in capital, which
Is included in capiial surplus. The Code permits Japanese
companies, upon approval of the Board of Directors, to
lssue shares 10 existing stockholders without cohsideration
as a stock split. Such Issuence of shares generally does not
glve rise to changes within the stockholders’ accounts.

The Code permits the transfer of additional paid-in capital
and legal resetve to stated capital by resclution of the
Board of Directors. The Code also permits the transfer of
unappropriated retained earnings, available for dividends,
to stated capital by resclution of the stockhoiders.

The Code allows Japangse companies 1o purchase
treasury stock by a resolition of the stockholders at the
general stockholders maeting and dispose of such teoasury
stock by mesolution of the Board of Directors. The purchased
amount of treasury stock cannot exceed the amount avallable
for future dividends plus the amount of stated cap#ial,
additional paid-in capital or fagal reserve to be reduced In
the case whare such reduction was resolved at the general
stockholders' meeting.
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Common stock—authorized, 5,183,000 thousand
shares and outstanding, 2,834,870 thousand shares . . ..

Preterred stock—suthorized, 76,144 thousand shares;
issued and outstanding, 48,144 thousand shames of

Motas 1o Consofltatad
financial Statements

- 12,086 12036 | . 102,504 -

Class A Series 4 preferred StOCK .. .o v veinnns
Preferred stock—authorized, 867,000 thousand shares;

issued and outstanding, 886,687 thousand shares of s

Class C Series 5 prefemed stock . . . ... .............. 260,000 260,000 . 2,214,274
Tl . et e e e ¥A1978Y. V419,781 " $3,675,040

The amounts of treasury stock were less than one million
at March 31, 2006 and 2005. The number of treasury shares
at March 31, 2006 and 2005 was 705 shares.

The Class A Serles 4 preferred stock wes Issued as
non-valing, non-cumulative preferred stock at ¥500 per
share which are convertible Inta shares of common stock,
The conversion rate for the Class A Series 4 preferred stock
Is 5 shares of the common stock for each share of the Class
A Series 4 praferred stock. Shares of the Class A Serles 4
preferred stock are convartible on or after Octobar 1, 1998,
and up to March 31, 2018, at the aption of the preferred
stockholder. The Class A Series 4 preferred stockholder )
shall be entitied, in priority to any payment of dividends on
common shares, to an annual dividend of ¥5 per share and
not more than ¥5 per share.

Unless previously converted at the option of the preferred
stockholder, all outstanding preferred stock will be mandatorily
exchanged for fully pald shares cf comman stock on Aprl 1,
2018, at the number of shares of comman stock calcutated
by the average market price per share during a certain
period preceding April 1, 2018, If the Bank does not list its
shares on a stock exchangs, the number of issued common
shares will be calculated by net assets per share. The Class
A Seres 4 preforred stockholder receives a liquidation
preference of ¥500 per share and does not have the right
to participate in any further fiquidation distribution.

The Class C Serles 5 prefermed stock was issued as
non-voting, non-cumulative preferred stock at ¥300 per share,
which are corvertible Into shares of common stock. The initial
conversion prica is ¥225 per share. The convarsion price to
the common stock is to be modified an October 3 annually
from 2006 between V225 per share and ¥270 per share
based on its market price. Shares of the Class C Series 5
preferred stock are convertible on or after Qctober 3, 2005,
&nd up to October 3, 2012, at the option of the preferred
stockholder. If the Bank does not list its shares on a stock
exchange, the conversion price to the common stock Is to ba

modified based on net asssts per shara of the Benk, The
Class C Series 5 prefamed stockhoider shali be entitled, in
priority to any payment of dvidends on common shares, to
an annual dividend of ¥3.72 per share and not more than
¥3.72 per share.

Unless previously convertad at the option of the preferred
stockhelder, all outstanding prefermad stock will be mandatority
exchanged for fully paid shares of common stock on October 2,
2012, at the number of shares of common stock calculated
by the average markst price per share during a cettain
period preceding October 3, 2012, If the Bank does not
list its shares on a stock exchange, the number of issuad
common sharas will be calculated by net assets per share,
The Class C Series 5 preferred stockholder receives
llquidation praference of ¥300 per shars and does not have
the right to participate in any further liquidation distribution.

(2) Retained Earnings

Under the Banking Law of Japan, an amount equivalent io at
lsast 20% of the aggregate amount of cash dividends and
certain other appropriations of retained earnings assoclated
with cash outlays applicable 1o sach perod shall be
appropriated as a legal resarve (8 componsnt of retained
earnings) untit such reserve and additional paid-in capital
equals 100% of stated capital. The amount of total additiona!
paid-in capital and togal reserva that excesds 100% of the
statad capital may be available for dividends by resolution

of the stockholders.

In addiion to the provision that requires an appropriation
for & legal reserve in connection with the cash outlays, the
Code alsc impeses cerlain limitations on the amount of
capltal surpiug and retained eamings available for dividends.
The amount of capital surpius and retained earnings avaitable
for dividends under the Cods was V188,701 million
(31,607,062 thousand) as of March 31, 2006, based an the
emount recorded In the Bank's general books of accourt.
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Dividends are approved by the stockholders at a mesting
held subsequent to the end of the fiscal year to which the
dividends are epplicable. Semiannual interim dividends may
also be pald upon resolution of the Board of Directors,
subject to certaln limitations imposed by the Code.

(3} New Corporate Code

On May 1, 2008, a new corporate code (the "Corgorate
Code") became effective, which reformed and replaced
certaln provisions of the Codo with varlous ravisions that
would, for the most part, be applicable 1o events ar
transactions which occur on or after May 1, 2006 and for
the flscal years ending cn or after May 1, 2008. The significant
changes In the Corporate Code that affect financial and
eccounting matters are summarized below.

fa) Dividend's

Under tha Corporate Code, companies can pay dividends at
any time during the fiscal year In eddition to the year-end .
dividend upon resciution at the stockholders' meating. For
companles that mest certain criteria such as; (1) having a
Board of Directors, {2) having Independant auditors, (3)
having a Board of Corporate Auditors, and (4) the nommal
term of service of the directors is prescribed as one year
rather than two years by its articles of incorporation, the
Board of Directors may declare dividends (except for
dividends-in-kind) if the compary has prescribed so in its
articles of incorporation.

The Corporate Code permits companies to distribute
dividends-in-kind (non-cash assets) to stockhalders subjsct
to a certain limitation and additional requirements.

Semiannual interim dividends may also be paid once a
year upon rasolutlon by the Board of Directors if the articles
of incorporation of the company go stipulate. Under the
Code, certaln imitations were Imposed on the amount of
capital surplus and retained eamings avallable for dividencds.
The Corporate Code also provides certaln limitations on the
amounts avallable for dividends or the purchase of treasury

19. Other Oparating Income

stock, The [mitation is defined as the amount avallabie for
distribution to the stockholders, but the amount of net
assets after dividends must ba maintained at no less than
¥3 milllon,

{bj Increases/Decreasss and Transter of Capital Stock,
Raserve, and Surplus

The Banking Law of Japan, which Is described In the first
paragraph of {2} Retained Eamings, applies and contlnues to
be effective after May 1, 2006,

The Corporate Code also provides that caphial stock, legal
reserve, additional pald-in capital, other capltal surplus and
retained earnings can be transferred among the accounts
under certaln conditions upon resciution of the stockholders.
{c) Treasury Stock and Treasury Stock Acquisition Rights
The Corporate Code also provides for companies to
purchass treasury stock and dispose of such treasury stock
by resolution of the Board of Ditectors. The amaunt of
treasury stock purchasad cannot exceed the amount available
for distribition to the stockholders which is determined by
specific formula.

Under the Corporate Code, stock acquiaition rights, which
were previously presented as a llability, ere now prasented as
a saparate component of stockholders' equity.

The Corporate Code also provides that companies can
purchase both freasury stock acquisition rights and treasury
gtock. Such treasury stock acquisition rights are presented
as a separate component of stockholders' aquity or direct
deduction from stock acquisttion rights.

On December 9, 2005, ASBJ published a new accounting
standard for presentation of stockholders' equity. Under this
accounting standard, certaln items which were previousty
presented ag ltablities are now presented as components
of stockholders’ equity. Such tems include stock acquisition
rights, minority interest, and any defarred gain or loss on
derivatives accounted for under hedge accounting. This
standard Is effective for fiscal years ending on or after
May 1, 2006.

e

Other operatlng Income Tor the years ended March 31, 2006 and 2005, oonsisted of the fotlowlng

.»m-« ﬂ‘f'.*§

Galn on sales of bands ... .. et e $ 28,476

Gains on forefon exchange transactions ... ............ 131,840
Gain on redemptionofbonds ... .................... 2,58 21.575 '
OHNBE . et . .B8872 17,583 . 312,318
L T " V4,268 ¥26,031 - §394,200 -
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20. Other Income
Other income for the years ended March 31, 2008 and 2005, consisted of the fo!low!ng
* il it 5

Gain on sales o stocks and o other securlties . ........... 188 5
Reversal of reserve for possible loan losses ., .......... 48,930 26115 399,681
Reversal of mserve for credit losses on

ofi-balance-sheat instruments . ..................... 6,141
Galn on transfer of the substitutional portion of

the governmental pension program. . ................ T 4,482 o
OO ..t e 6901 12,259 . BBTTE
TOtBlL v . oot TR e L ¥80,019 ¥48,721 §511,156,

21. Gther Operating Expenses

Other operating expenses for the years anded March 31, 2008 and 2005, consisted of the following:

Amortization of debenture Issuance costs. ., , e . .
Lossonsalesofbonds ............. . e, 1,304 ', 58,680
LSS ON deIVAIVES -+ .vveuieeae st it 208 a3
Oher. ..o eeenianss e Lo _ 1,896 L8241
Total...... e s “ . ¥B,687. ¥3,599 . §73.084.

22, Other Expenses

Other expenses for tha years ended March 31, 2006 and 2005, conStsted cf the fouowing

Provislon for resarve for credit Ioss% on o

off-batance-sheet instruments.. .. ............o.. ... ¥oo200 $ 1, 780
Wiite-off Of GlaIMS .+ v\ e\ ev et siaiaeeanss, .. 6310 ¥5,226 53 744
Loss on sales of stocks and other securities. . ........ . ) 3 T3
LOSS On write-own of Stocks . . .. .. ...... B8 2 500
Loss on disposal of premises and equipment .., .. ... ... 673 62 6,733
Exlraordinary depreclation expense. .. ................ _ 568 . -4.859 .
other . ...onn. ... U 7,853. 4,287 66,881
Total.......... ... e e V15,760 ¥9,579 134,202
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23. Income Taxes

The Bank and its domestic subsidiaries are subject to
Japanese national and local income taxas which, in the
aggregate, resutted in a nomal effective statutory tax rate

of approximately 40.6% for the years ended March 31, 2008
and 2005,

The Group files a tax retum under the consclidated
corporate-tax systemn which allows companies to base tax
payments on the combined profits or losses of the Bank
and Its wholly owned domestic subsidiaries.

The tax effects of significant temporary differences and kss canyforwards which resulted In deferred tax assets and liabilties as

of March 31, 2008 and 2006, ware as foIlows

Daferredtaxaasets ST e e
Tax 1058 CAMYIOTWAIGS . ...\ o\ 1eensisseneinnse.s . v essar ¥ 90,846 © . $'6583,782.
Reserve for possibla loan Iossss ................... . 29327 51,086 249,768
OUNBE e -~ ... 31,963 26,101 272,182
Less valuation alloWaNCE ... .................ses. | {102,204) (163,464) {870,422)
L PP e RS ¥ 15,460 - '$2d5280

Deferred tax liabllities: ' ’

Net unreglized gain on avallabla-for-sale securitles . . ., . DRt ¥ (1.322) e o

Net defarred tax 88Sets . ... ...............eieesnss V27,824 ¥ 14,147 . $235260

A reconcliiation between the normal effective statutory tax rates and the actual effective tax rates reflected in the accompanying
consolicated statements of income for the years ended March 31, 2006 and 2005, Is as follows:

Norrnal effective statutory 18X rate . .. .. ... ove e ernrs e 40.6% 40.6%
Expenses not deductible for income tax purposes . ..........es.... e, (0.0} 0.2)
Valuation BIOWEMGEE . . . ...\ eees s, e, (50.5) . . (39.0)
L TP . (03). (1.6)
Actual effectivetaxrate . .......... ... e . C{10,2)% 0.1%

As of March 31, 2008, tha Bank and a consolidated subsidiary have tax loss caryforwerds which are avallable to be offset

against taxable Income In future yaars These tax loss carryfomam‘s. If not utllized will expire as follows:

2009 ... e e e bt ea, ¥ 51M $ 44,039
4 frreriraniarieas 61,297 522,039
4 et 101,926 868,052
203 ......... R R T N . 157 1,340
Toldl. ... Cerienieriess Frreieeins ¥168,652 $1,435,470

24. Lease Transactions
The Group leases certain equipment and other assats,
Lease payments under finance leases were ¥1,279 milllon
{$10,895 thousand) and ¥1,290 million for the years ended
March 31, 2006 and 2005, respectively.
Pro forma inforrnation of leased property such as
acquisition cost, accumulated depreciation, obligation under
finance lease and depreciation expensa of finance leasas

that do not transfer ownership of the leased property to the
lessee on an "as if capitalized” basls for the years ended
March 31, 2006 and 2005, was as follows;

Assumed amounts of acquisition costs, eccumulated
dapreciation and net leased property as of March 31, 2008
and 2005, were as follows:
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March 31 2006:

Acqulsltloncosl....... ........ ' _w.gsz_ viise | -vsse2:| | $aT.7e0 | | $9.878 | s47.saa
Accumulated depreciation .. .. ... o282 - 0 407 . 2580 18674 - 3488 22,142
Net leased property . ..... e | .va2s0| . v 7s2|. vzeez: | s10078| - s6408] - $25484.

Achsnlon [ ¥5,320 V880 ¥6.010
Accumulated depreciation. ...... 2,482 180 2,662
Net leased property .. .......... v2,837 ¥509 ¥3,347

Assumed amounts of obligations under finance leases as of March 31 2006 and 2005, ware as foilaws

Due within one year e -.$10, 869
DUus aflEr ONBYBAr . . ..\ttt ie e ieeaiaeeanns 1730 _ 2,078 14738

T — Ll ¥3.006" ¥3,355 |. . $95605.

¥1 278 e $10757

Depreciation expense is calculated using the straight-lina mathod with zexo rasidual vatue,
Tha amounts of acquisition cost, obligations and depreciation expense include interest expensa, due to [ts immateriality.
The mmlmum rental commitments under noncancelable operatlng laases as of March 31 2008 and 2005 were as follows:
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25. Derivatives

a. Derivatives Transactions

Tvpe of derivative financlal instruments daait

Derivative positions in the Bank Involve interest rate-related
transactions {such as interest rate futures, Interast rate options
and Interest rate swapas), currency-related transactions
{such as curency swapsg, foreigh exchangs forward contracts
and currency options), stock and bond-related futures and
options, and credit derivatives and others.

Polley and purpose to use derivatives

Derlvative activities ars significant to the Bank’s business
operations. The Bank has been using detivatives actively,
while controlling the various risks of derivatives, such as
market and credit risks, The purpose of Its use of derivatives
Is to offer customers products to hedge market risks such
as interest rate risk and foreign exchangs risk and to take
proprietary trading positions by exploiting shart-term
fluctuations and differences across markets in imterest rates,
foreign exchange retes, securities prices and other factors.
In erder 1o stabilize and maximize earnings, the Bark also
uses desivatives in ALM operations, helping to malntain
interest rate risk and other risks of on-balance-sheet assets
and llabilities at an appropriata lavel,

As regards hedging activitiea to control Interest sate risk
ariging from financial assets and liabilities, the Bank uses
the deferral method of hedge accounting, In accordance
with the general requirernents of the JICPA Industry Audit
Committes Report No. 24. The effectiveness of hedging for
the purpose of offsetting market fluctuation Is assessed as
follows; the Bank specifies the tems o be hedged such as
deposits or loans and the hedging Instruments to be usad
such as interest rate swaps and divides them Into groups by
remaining periods to maturity, and evaluates the hedging
effectivenass within each group.

Risk assoclated with dervatives

The two most significant derivatives-related risks are market
and credit risks. Market risk can result in loss dus to the
volatility of factors such as interest rates and forsign exchange
ratas, Cradit flsk occurs when the counterparties to a
trangaction fall to fulfill their obfigations under a contract.

Risk controf system for dervatives

The Bank strives to develop and malntain a proper risk
control system to avert unexpected losses and ta pursus
rellable and sound business operations wheraby the Bank
takes risks commensurate with Its financlal strength to earn
profits,

The Bank basic philosophy of fsk control is decumented
in the "Master Policy for Risk Management®. The Board of
Directors establishes a baslke framework of risk control, and
within that framework responsible dslons control varous
risks, Including market risk and credit risk. In additlon, the
Risk Management Division manages market risk, ogerational
risk, and other related risks, and the Credit Risk Menagement
Divisfon manages ¢redit risk, in accordanca with tha
characteristics of each risk type. The Intarnal Audit Division
audits the appropriateness and effectiveness of the risk
controf system,

The Board of Directors, the Managemeant Gommilttes
and ihe other committass are informed about the risks
by the responsible divisions and use this Informatlon for
management decisions in order to malntain and Improve
the risk control system. The Internal Audit Division and the
Credit Audit Division report thelr audit resilts to the Board
of Directors or such committess.

For market risk, the maximum estimated loss is calculated
on a dally basis using the value-at-risk method and the msult
is manitored based on specified imits. If an actual loss
exceads @ maximum estimate, causel analysis (s conducted.

During the 246 business days from April 2005 to March
2008 and the 245 business days from April 2004 to March
2005, the actual value-at-risk figure In trading operations at
the Bank's head office were estimated as follows:

T b '?‘0?
gy
722
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As to credit risk, the exposurs is calculated by the current
exposure method, the sum of the replacement cost and the
potential cost in connectien with expected changes In market
conditions, and is controlled together with credit risk related
{o on-balance-sheet transactions such as lending. These
tlsks are managed in line with internal regulations.

b, Fair Value of Derivatives Transactions

o B : 95— afiil Inof: a Addiliona| Informaticn
Notas 1o Conslidated
Finarcial Statamants
(Supplemantal information)

Credit risk equivalent amounts estimated for capital adequacy
ratio caleulation purposes (based on & standard for domestic
operations) as of March 21, 2008 and 2005, were ¥144.8
billon {$1,233.8 milion) and ¥143.8 billion, respestively.

Stpplementation to market-value calculation

OTC derivatives In the trading account are valued in
accordance with internal rules established In line with the
Long-term Credit Bank Law Enforcement Regulations.

The Group had the following derivatives contracts, which wers quoted on fisted exchanges, outstanding as of March 31, 2006

and 2005:
;
Maich 31, 2006
Interest rate contracts: e NS Rt T . o
Futures written . . ............ V4493843 | v aar iy | 93831002 $2860 | $2,959.
Futures purchased . . ., ....... . irepre | .- se| 18284101 © o e17)| L 7Yy
Options written. .., ,.......... - 23484 10T ©- 200000 | Tl 6]
Bonds contracts: 3 : S . R - o
Futures written .. ............ Srrere o624 1g187EE | - o E@ir T T am7
Futures purchased. ..., .. ... CoetgR | et L O - 183e4l - gl g
Futures options written . ... ... e -1 -0 5_00{1 . -;"(1(1)--.‘ A
Futures options purchased . . . . B8 STl erse2| . 2| ¢ eo
March 31, 2005
Interest rate contracts:
Futreswritten. ....,........ ¥ 68,526 ¥{48) ¥(48)
Futures purchased. . ......... 37,397 30 a8
Options written. ............. 63,700 c 1
Options purchased . ......... 53,700 1 @)
Bonds contracts:
Futureswaitten. . ..........., 9,885 {90) ©0)
Futures purchased........... 4,742 26 26
Futures options written ... .., .. 3,000 (4 ¢]
Futures options purchased .. .. 2,000 7 )
Equity contracts:
Futures index written ......... 754 (1 4}
Futures Index purchased . ..... 1,818 (18) {15)
Options index written.. . . ..., ., 8,125 (109) 13
Optlons index purchasad . ..... 830 3 0

Notes: 1. Derivatives which qualify for hadge accounting am not inchuded In tha abave 1abie.
2. The contracts or notional amounts of dervatives which are shown In the abave iable 0o nat naceasarfly represent tha smounts exchanged by the
parties and do not measure the exposurs of the Group to cret® or market risk, v
3. Derivative transactions for trading purposss are siated at 1alr value In the accompanyling consolidated financlal statements.




The Group had the following dertvatives contracts, which were not quoted on listed exchanges, outstanding as of March 31,

2006 and 2005: .
March 31, 2008
Interest rate contracts:
Interest rate swaps: e e T T e e e e
Receive fived and pay foating ... | ¥10,063,458 |- W47.906) | - -, ¥47,808), 886,259,735 1" 807,991 |"" sido7 d1)
Receive floating and pay fixed ... | .10,888,034 | . 68,654 | . 4| 82812421 | - 584,606 [ - 564,696
Recelve floating and pay fioating . | 668,077 | - 70 1 agasopo | © Uses’l - soe
Other written ................. 39,151 . {850) 2718084 |- . (7245 [ (245
Other purchesed .............. Conreaz| 611 | 1,003,664 [~ 5207 5,207
Forglgn exchange contracts: ) : ) .
Curency Swaps. .. ............ 1,173,253 (479 {474)] ©,801,841. {40451| . (4.045)
Forward exchangs conlracts S - P & ' ot B
written . ... 189335 | (5108)[, - .(6.105|" 1612468 | . @347e)|  (az478)
Forward exchangs contracts T p T ) _‘ L
PUICHESES ...\ vvevenanes, 2864037 13528.[% | 2439135 | 116201 ] . 115,201
Options written ............... 300706°| - (116731 .. 1087 | £i560.a46 | " - (101.970) | 9,080
Options purchased ... ......... sar7ee| U-erer | . @aom | 2se2001 | . 57205 . oon)
Commodity swaps: _ RN P T o
Recsive fixed and pay floating ... |~ - 822/ -- . om0 zZras| ¢ - wal . oy
Recelve floating and pay fixed ... | - 312 - - 30| = 0| - 2884 92 w2
Credlt derivatives: AR A I N
Written ......... e 459577 [ © 1828 1028 | agiaged | . te42r 18,427.
" Purchased ................... .. sos070 | | pson| . osoty|  agonaes | 12791 (279
March 31, 2005
Interest rate contracts:
Intarest rate swaps:
Recelve fixed and pay floating ... | ¥11,058,900 | V110,734 ¥76,060
Recelve floating and pay fixed .., | 11,013,258 {08,984) (73,124)
Receive floating and pay floating . 260,303 156 166
Other written .......... e 126,627 (135) {136)
Other purchased ,.,........... 48,055 221 221
Forelgn exchange contracts:
Currency swaps............... 686,076 501 501
Forward exchanga contracts
WIIttEN ..y, 216,176 {1,715 1.718)
Forward exchange contracts
purchased .............. et 286,748 1,167 1167
Opllons written ............... 255,283 @.721) 3,854
Optlons purchased ............ 286,553 9,717 649
Credit derivatives:
Written........ e 268,272 2,786 2,788
Purchased........ e 204,665 (1,413 {1.413)

Notes: 1. Derivatives which gually for hedgs accounting are nol Included in the shove table,
2, The contracts or notional amourtts of dertvalives which are shown In the above tabla do not necessarly present the amounts exchanged by the
parties and do not measurs the exposwre of the Group 10 cradh or market risk.
3. Oerivative transactions far trading purposes s stated at fak vatue in the stoompanying consolidated financial staternents.
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26. Per Share of Common Stock
The reconciliation of the differences between basic and diluted net income per share {(*EPS") for the years endad March 31, 2006

and 2005, is as follows:

Year Ended March 31, 2006 s
Basic EPS—-Nat income avaitable to common - . | L

StOCKNOKIBNS ..o oee e eee e ¥116,850 | 2,834,870 - Vd1.14 $0.35
Effect of dilutive securiles—Preferred stocks ........... | - 3,484 | 1,396,276 - e S
Diluted EPS—Nst income for computation . . . .......... . V120,114 | 4,231,148 | ves.3s $0.24
Year Ended March 31, 2005
Basic EPS—Nst income available to common

StOCKRNOKIBIS ... .. ..o vt e et V86,428 2,834,870 ' ¥30.48
Effect of dilutive securitios—Preferred 5100kS ........... 3,464 1,396,276
Diluted EPS—Net income for computation . ............ ¥89,893 4,231,146 v21.24

27. Segment Information
(a) Business Segment Information

The Group Is engaged in banking acthvities and other activitios such as trust and other busingsses, Business sagment
information, however, has not been presented as the percentage of the other activities Is not material to the banking business.

{b) Geographic Segment Infarmation

Since the propartion of business that the Group canducts In Japan exceeds 80% of operating income and total assets,

geographic segment infermation |s not presented.

{c) Forelgn Operating Incoms

Tha composition of this volume of transactions did not reach 10% of cperating income, therefore foreign operating income

segment imformation |s not presented.

28. Subsequent Events
Appropristion of Retained Eamings

The following appropriation of retained earnings as of Merch 31, 2008 was approved at tha ganeral stockhoiders meeting held on

June 23, 2008:

{3 G

fod e
i

AT

s
i

Appropriations—Legalreserve ............ e ia et e aeaa ¥3,648

Year-end dividands:
Class A Serles 4 prefarrad stock, ¥5 (30.04) pershare ..........ovvevennnn 240 2,080
Class C Serles 5 preferred stock, ¥3.72 ($0.03) pershare ....... Ceraa 3,224 27,457
Common stock, ¥0.89 (30011 persham . . ..o vvreeer it eriarannss 2,523 21,487

L= L ¥9,634 $82,083
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Independent Auditors’ Report

]
Deloitte. s T e

MS Shibaura Bullding
t 4-13-23, Shibaura

Minato-ku, Tokyo 109-8530

Japan

Tel: +81(3)3457 7321
Fax; +81(3)3457 1694
www,deloltte.com/p

INDEPENDENT AUDITORS' REPORT

To the Board of Directors of
Aoczora Bank, Ltd.:

We have audited the accompanying consolidated balance sheets of Aozora Bank, Ltd. (the "Bank™)
and consolidated subsidiarles as of March 31, 2006 and 2005, and the related consolidated
statements of income, stockholders' equity, and cash flows for the years then ended, all expressed
in Japanese yen. These consolidated financial statements are the responsibility of the Bank's
management. Our responsibility is to express an opinion on these consolidated financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted In Japan.
Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statemnents are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation, We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, the consclidated financial statements referred to above present fairly, in all
material respects, the consolidated financial position of the Bank and consolidated subsidiaries as
of March 31, 2006 and 2003, and the consolidated results of their operations and their cash flows
for the years then ended in conformity with accounting principles generally accepted in Japan.

As discussed in Note 2., the Bank changed its method of accounting for hybrid financial
instruments in the year ended March 31, 2005,

Our audits also comprehended the translation of Japanese yen amounts into U.S. doliar amounts
and, in our oplnion, such translation has been made in conformity with the basis stated in

Note 1. Such U.S. dollar amounts are presented solely for the convenience of readers outside
Japan.

Dedo2te - Touke Tokmaty

June 23, 2006

Member of
Deloitte Touche Yohmatsu
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“Income Analysis (Consolidated)

Interest-Eaming Assets and Interest-Bearing Liabilities
Years Ended March 31

Incoms Anslysis {Consolidarad)
Non-Consoiidated Business Asaults

e b R A

Balance of interest-earning RN

assots. .. iiiiinirnsas 4,768,307 k 1.8 0.08
Loans and bs discounted. .. | "2,702,809- o 1.85 002
Seutles ................ 1,578,636 & 0.90 0.58
Callfoans and bills bought ., , - 147,162 B 0.04 -
Receivables under securilies IR
bemowing transactions. ..., [ 228,011 N 0.02 {0.01}
Cashand due frembanks ... [ . 33,689 . 1.68 215

Balanca of [nterest-bearing ) vl

llabllities .................. 4,120,232 | 4,099,608 30,224 | 36,126 17,688 18,438 | 087 - 0.43 0.44
Debenturss............, oo | BBE22|  S4860| (B3| - 3939 4122 (83| 048" 0.4 0.02
Daposits........cuveeenes 1847642 | 1,897,171 {49,529 - 8,287 7.682 5. 044 042 0.02
Negotiable cerlificates of . | N .
AOPOSH . vvaiieiaian . B42ATE 544,734 183 43| 0.03 0.03 -
Boerowed money . ......... 57,150 30114 331 2 - 02 110 f0.88)
Commerciel paper ......... L= 54 ] (3] 007 007
Gall money and bils sald ... | 476365 | 488,717 8 636 ats3|. o0m2 013 079
Payables under mpurchase |-
agreemants ............. 76,994 180,181 (73,187} ..2181; 441 1,740 | . 283 0.29 2,64
Payables under sectrities ) L RS e
lending lransactions ... ..... . 182,928" 84,457 BBA79 |, . 5,904. B840 50641 .°322. 0.88 24

Note: Interest axpenses are shown after deduction of amounts equivalent to nterest expences on maney held |n trust (¥4 miTlion for the flacal year ended
March 31, 2005, end ¥13 milion for the fiscal year ended March 31, 2006). Fees and commisslons (expensas) ara shown after deductions of band
redemplion fees (nd for the fisce! year ended March 31, 2005, end ¥1 miion for the fiscal year ended Margh 31, 2006),

Fees and Commissions
Years Ended March 31

10
Fees and commissions received. .............. 10,878 6,273
Babentures, deposits and loan operations .. ... .. 5,892 4,204
Foreign exchange operations .. ............... 180 3)
Securities-related operations ..... Cvearraeaes 1,611 683
AGONCY SBIVICES . . ... 784 612
Safekeeping and safa deposit box services ... ... B {1)
Guarantes operations ..., ......... Ty 140 14
Fees and commissionspald ... ......., Vi 843 476
Fonsign exchangs operations .. ............... 92 17)

Trading Revenues
Years Ended March 31

Tradingprofits ............ e 8,215
Gains on trading securitiés ... ............. . Lol
(Gains on securitles related to trading transactions . . . N
Gains on trading-refated financial derivatives . . . .. 8,184 .
Others. . e 35

Tradinglosses ................... Veerrraees 453 -
Losses ontrading securftios . ................. 4
Losses on securitles related to trading trensactions . .

Losses on trading-related financial derivatives . ., . .
Cthars. . .o ..o

Other Operating Income
Yeara Ended March 31

e

]

Wor of Yen)
Ly

Net other operating income 15,168
B 908

Gains fosses)onbonds . . .................. . - (1,019) 4,311 {5,324)
Othars ..ot Ceee _.34,875. . 15,288 19,687
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Non-Consolidated Business Results

Non-Consolidated Financial Highlights [Five-Year Summary]
Years Ended March 31

e e R
Operating Income e 183,661 105,335 101,833
Oporating profits ... .....ovennns. C T e0,729. 43,733 7,300 7,437 13,708
NETINGOMB . ovesereereeeennns, .. 119,820 86,859 31,854 22,875 18,563
Copltal Stock . ...ouuvvvennn. veen | #1978 419,781 419,781 419,781 419,781
Number of culstanding shares T '
(in thousands) Do
Common stosk . ......evvnn... . 2,834,870 2,834,870 2,834,870 2,834,870 2,834,870
The 2nd preferrad stock —1 1 1 1
The 3rd preferred stock L ////
The 4th prafared stock .. ....... 48,144 48,144 48,144 48,144 48,144
The 5th preferred stock . ........ 866,667 866,657 B66,667 866,567 866,667
Total stockholders’ squity ......... | . 720,447 609,524 527,582 496,918 476,166
Total assets .. .....oeuern... cean 6,005,204 | 4,784,328 5,188,071 5,895,314 5,687,366
DBbEMUNES .. ..ot ovevnenanns, 1,064,331 851,993 1,058,573 1,473,126 1,470,193
DBPOSHE .. ooeveee e, '8211,709 | 2,389,471 2,607,081 2,555,008 2,177,240
Loans and bills discounted . ....... ©.3,025,391 2,605,381 2,069,770 3,271,087 3,304,379
Securities. ... .................. 1,797,623 1,234,662 971,763 1,356,754 1,080,690
Total stockholders’ equity psr shere o
B T . 152,70 114.80 85.89 75.08 67.76
Dividends per share (yen) o
Commonstock ............. . 089, 0.89 — —_ —
The 2nd prefemsd stock i ] ] —
The 3rd praferred stock LT ///
The 4th prefared stock . ... ... .. Lt 5,007 5.00° 6.00 6.00 5.00
The 5th prefared stock . ........ o aT2 8.72: 3.72 3.72 a.72
(Interim dividends per share) o
(Common stock)........... T I o | ) -~ ) )
The 2nd prelerred stock ] 1
The 4th prefemed stock ., .. .. ... R =) =) = =
The 5th prefered stock . ........ A = = ) =) )
Basic net income per share (yen). ... |- *. - 41.07 29.41 10.01 6.84 5.32
Diluted nat Income per shara {yen) .. |7 7 -28.34 20.52 7.52 5.40 490
Dividend payout ratio (%), ......... ST 2AT 3.03 —_ — —
Capital adequacy ratio L LT
{domestic standard) (%6).......... -7 19.65 18.77 15.65 13.28 14.00
Number of employess . ........... - - 4,880, 1,384 1,345 1,370 1,376

Notes: 1. Up to and hcluding the fiscal year ended Masxch 31, 2002, (otal stockholdera’ equity per shere was calculated by dividing total stockholdars®
aquity at 1he fscal year-end, togse the product of the number of preferrad shares fazued and ouistarding et the fiscal year-and and the issua price,
by the number of common shares issued end outstanding et e fiscal year-and {excluding treasury stock In tha fiscal year ended Merch 31,

2002).

2. Up to and ingluding the fiscal year ended March 31, 2002, basio nat Incoma per sham was calculated by dividing net income, less total dividends
on prefemed shares for the llscal year ended March 31, 2002, by the evarage number of common shares Issued snd outstanding during the fiscal
year fexcluding treasury stock in the fiecal year ended March 31, 2002}

3. From the fiscal year snded March 31, 2003, total stockholders’ equity per share, bask: nst income per share and dituled nat ihcoms per shers are
calculated by epplylng Financlal Accounting Stendard No. 2, “Accounting Standard for Eamings per Share” and Flnanclal Accounting Slandards
Implementation Guldance No. 4, “Implementation Guidancs for Accounting Standand for Earnings per Share,”

4. Number of empioyees doss not [nclude exaculive alficars, locally hirac ovaraeas staff or the Bank's employess secanded to othar frms.

0188




0% Additional Information

wduction of Problac Losns and
Analysis ot Assuts

Reduction of Problem Loans and Analysis of Assets

Disclosure of Claims under the Financial
Reconstruction Law
(Improvement in Asset Quality)

The Bank Is addressing tha reduction of problem loans as one
of managemant’s key tasis. Based on stringent intemal seif-
assessmant standards, the Bank makes the appropriate
write~offs and reserve provisions, and carres out the disposal
of problem loans where desmed optima), after considering

a course ot action for each Individual problem loan.

In the period ended March 31, 2008, disclosed claims
under the Financlal Reconstruction Lew amounte to ¥21
bilkon, a significant decrease compared with the ¥88.4 bilicn
disclosed at the end of March 2005, The decrease was the
result of the promotion of measures aimed at removing such
assets from the Bank's batance sheet, including the collection
of problem loans, the sale of some claims and writa-offs. The
disclosed claim ratio also dropped from 3.75% at the end of
the pravious period to 0.68% &s of March 31, 2006, due
to the accumutation of normal claims, In addition to the
substantial decrease of disclosad claims.

Most of the disclosed claims are secured with provision of
reserves, collateral and guarantees, which makes the Bank
Ask-restrictive, In substantial terms. '

Disclosed Claims under the Financial Reconstruction Law
Non-consclidated

Disckysed claims under the : i
Financizl Reconstruction Law M
Banknupt and simitar credit | 08 5.4 (4.8)
Doubtful cradit Jea 84.1 (85.8)
Speclel Attention credh .22 8.9 8.7
Subtotal (A} 210 28.4 77.4)
Normal cradit 30278 | 26242 503.5
Tatal credil (B) 30489 | 28228 4262
{A/B} ~ 0.68% 3.75%] (3.07%)

Removal of Doubtful and Bankrupt and Similar
Ciaims from the Balance Sheet

The Bank has andeavared to eftectively and rapidly reduce
the amount of problem Ioans on its balance shaet, employing
a varlety of methods within an economically rational approach,
Curing the fisca! year ended March 31, 2008, of the
disclosed claims under the Financlal Reconstruction Law,
doubtful credit and bankrupt and simllar credit claims {herein-
sfter referred to as “doubtful and banigupt and simitar
claimg”), totaling ¥76.7 bllion, were removed from the Bani's
balance sheet as a result of eollection and loan sales. On
the other hand, claims newly classified into the same two
categories amounted to ¥8.1 billion, a significant drop from

the pravious period. As a result, total doubtiul and benkrupt

and similar ciaims as of March 31, 2008, decreased ¥70.6

biton compared with the end of March 2005. )
The Bank will formulate a disposal plan for each individual

obligor, thereby canying out the rarnoval of such claims from

the Bank's balance sheet in a well-planned manner.

Removal of Doubtful and Bankrupt and Similar Claims from

the Balance Sheet
Non-consclidated

{Bilions of Yen)

Digposals through borrower .

iquidtetion Lo -

Disposals through borrower L

reorganization S <X ©.6

Rediustions dus to . S

timproverent in bomower A

performance poe = -_

Loan sales to secondary market| < (6.0) {24.7)

Direct write-cfis JAB 0.2

Cther ’ (T2.3}._-j. (27.1)
Sutrtotal () . open. {51.6)
Claims newly classified as: d A

Bankrupt end similar 02 ) 1.0

Doubtful - 69 833
Subtotal {B) BT a4.2
Total (A+B) o 12.7

Notes: 1. Disposals through borrower ligidation: dischargs and writa-off
of glaims against borawars undergoing bankmnuptey kquidation:
Disposals through barmwar rearganization: dischargs of
claims against borowers undergoing bankwupicy reorgantzation
and abancionment of clalms agalinst borrowers undemoing
private resolution; Other: recovery through disposal of
calateral and improvement In borrywar position,

2. For claims written off, where the borrower subsequently
undergoas legal or private resolutlon leading to claim
discharga or sbandonment, the written-off emount Is reduced
accordngly and than recoded as sither a disposal thraugh
barrgwer Iquidation or a dispossl through barrower
rearganization.

Self-Assessments, Write-offs and Reserves

Self-assessments, which Involve an examination of assst
quality and probabllity of collaction for each of its assets, are
conducted by the Bank basad on intemal self-assessment
standards developed in accordance with the Finarxial Services
Agency's Financial inspection Manual, Self-assessments

are the bagis on which the Bank carries out the appropriate
write-offs and reserve provisions to preserve the soundness
of its assets.

Self-assessments divide borrowers Into five categories.
Assets are then classifled Into four categories according to
the probabllity of collection, which Is assassed by taking Into
account any underlying collatersl, guarantees or other securtty.
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Reserve Provision Ratios for Each Category of Borrower,
based on Asset-Assessments
Non-consolidated

Dq%nlll‘on.of Borr"&!}:fr cmé%’ﬁ"mé

Normat
Nesd Attertlion: ST )
Other Need Attartion bomowera 54 17.3
Special Attention bomowers . .
{Ratio of reserve to

e

unsscured) 743 - 86.6

In Danger. of Banlruptcy .
{Ratio of reserve to unsecured) 85,8 88.0

De Facto Bankrupt and ’
Bankrupt (Ratio of reserve
10 unsecured}

. {100.0) {100.0)

Credit-Related Expanses

In the fiscal year ended March 31, 2008, the Bank, a3 a result
of the disposal of problesn ioans, conducted loan write-offs
and specific reserve provisions. Due to the fact that sufficient
spacific and gensral reserve provisions had been mads in
previous perlads and the fact that assat quality had Improved,
reversals of generaf loan-loss reserve were made. As & result,
profit from credit-related expenses came 10 ¥41.8 bifion,

Credit-Related Expenses
Non-consolidated

Disclosed Claims under the Financial Reconstruction Law
(Atter Partlal and Dirgct Write-Offs, Non-Consolldated Basis)
Non-consolidated

{Builons of Yen)
it A ity : i
Diacicsed claims under.the Franciat|
Roconstruction Law (4] 11 £8.4
Normal credit 30278 2,524.2
Total credit () 80489 | 26228
By - 0.68%. 375%
Cradit seoursd: S
Rasarve for possible loan ]
losses (C) B ¥ B 29.3
Collateral and gusrantes {0) ’ 114 . 67.4
Total E=C+D) ’ 202 96.7
Goverage ratio (E/A) ; 88.3%
Reserve ratio (CAA-D)) U929, 94.5%

Nola: Rasarve for poasible loan losses (C) Is the sum of grovisions to the
specific rasarve for possibla loan logses on discksed claims under
the Financial Reconatruction Law plus geners! loan-1oss resanw,

Risk-Maonitored Loans

In addiion to disciesed claims under the Financial
Reconstruction Law, the Bank also discloses risk-monltored
loans under the Banking Law. As of March 31, 2006, Hsk-
monktored loans (on a non-consolidated basis) amounted 1o
¥21.0 billion, down ¥77.3 billlon from March 31, 2005,

: Risk-Monitored L.oans (After Partlal and Direct Write-Offs}
E,penm for the disposal of B Nen-consolidated s ey
problam loana Lo 10.3 ; ZQ@S -
Loan write-off: : 8 - 4.2 s v 220057,
om0 o .58 ' Risk-manitored loans: S
Provision fo (reversal of) ) N ‘
specifiic resarve (13.4) 8.0 Loans to bankrupt compenies L 1.4
Provision to {reversal of) © Past dua icans 88.3
country risk reserve T 0.0 Leans overdue for three
Less on the sale of other ' manths or more 0
receivables and othertens |~ - (0.6). 0.0 Restruciured loans 8.0
Provision to reversal of) genera! o Total {A) , 083
loan-oss reserve R << % (38.1) Year-end balance of total loans (8)] ~ 2,605.4
Credit-related expansas gy 27.8) (e ‘ 3.8%

Note: The numberg in parentheses indicate pofit.

Coverage Ratios of Disclosed Claims under tha
Financial Reconstruction Law

Total disclosed claims under the Financlal Reconstruction
Law amounted to ¥21 bilion, while the secured amount
Including reserve provisions, collateral and guarantess
amounted to ¥20.2 billion, resutting In a covarage ratio

of 96.0%.

Consclidated

Rlskmondoradloans M e
Loans to bankrupt companies ’ ;_.3.1‘-"'_" 2.4

Past due loens 8.3
Loans overdue for thres
menths or more 0
Restructured loans 0. B.B
Total (4) . 284, 89.5
Year-end belance of total loans (B)| '3, ia.-a"‘ ‘ 2,668.4
(B} J L 08% 3.7%
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J 08 Additional Information

ﬂsdu:ﬂnn of Problem Loans and
Analysis of Assats

fiisk Mansgement

m 01 Introductan 02 Managamont Massage | U3 M Drganaat

Asset-Assessment, Disclosed Clalms, Write-offs, Raserves and Risk-Monitorad Loans

<Definitions of Astot ClassHioationss

(After Partial and Direct Write-Offs, Non-Cansolidated Basis) As of March 31, 2008 {Biltone o1 Yer
Bowower calegories Reserve and coverage tor clatms under Risk-monltared
for sell-assassmant 1he Financial Reconstruction Law loans

Loans o bankrupt
Bankrupt borrowers colazr:lfsuamln coveraps g‘.'.: ornanies o
Do Facty Bankrgjt —comeanes 55
Dborrawars (Partlal, direct wikta-offs of baans 4.0}
in Danger of Collateral/Guarantes coverags  11.4 Past dua loans
Bankruptcy Resorve [:£:3 18.9
borrowers Estimatad coliscllons 03
Loans everdue lur dhree
CollaterayGuarantas months of mors —
coveriga 01
Need Atiention
borrowers Reservg 1.8 Restructurad loans
Estimated colleetions 0.5
Normg! borrowers (Nonﬁal credit 3,027.8)
[ gg::l;;a’!.’&umntu COverage 1;;] Risk-manitored
Inans
Eslimatag collections 0.8 - 1 #a
Resarve-to-unsecured-coodl £an « Resarve + (Cieims — Collstors, quarantens, ez )
L Total credit 3.045.9 ' | Tokal reservn 8Lz Raservarand coverage ratio = (Gelluesal, mm:m.d:. + Rtserve) = Caims
«Definitions of Borrawar Catagoriess ' <Hlsk-Monllored Loang>
Normal " Busingss perdormanca. Is mmng and no spacial I'nmclal Loansts " Loans:to bankrupt mmpanles g, loans for. whlch mterost
. © o probiems.sxist., “bankript . . 'in arrears has.nol baen accrugd bacause raodvory or
Need attantion. . Bomoweri thal need to b mordlored camluuy bacausa of” _ compgnles . setlemont of principalor intarest |5 Lnkkely 4o 16 1he
© -7 wesk Gusiness fundementals, fhanclal problems or S * prjonged delay in payment of principal 'or nterast (which-
. . problermalis landing conditions. hovesftor shal be calied *non-ascrusl Ioans") and whosa
In dangerof  Bomowers thel are not cumently nmmcum but are hlghry . barrowors a0 lagally bankeupt lderlined bulowl nxchd!ng
bankruptcy  Fiely to become bankaupt, -ty amicunt ot write-gifa, .-
Defacto ' Bomowes hat sfe substantially bankript but ese not 1. Boriowers that have apiled for Wfrmmemn! o
-bankrupt | legallyor practicaly bankmpt yel. _campaniy o nanctal instiution ieomanization
. Bnnlnupt' . Burrowesmmfarelagah«urpmcﬂcawwmm proqadmmdq-lhaprwuonanfimwmmln

. ReorgenizationLaw.
2. Bomowers that have applied for rmanlzxunn underthe
. ptovlslom of the M Recrgarilzation Law.

Categary I - Assets lhat present no pariiéular rlskolculacub!m nos . :
et Impelrment of value.- past Y 3. ;lor;wmwmmmha;aup‘ged fnrbmkruptwhndarma
Category |~ Assets, incuding credit ,vmlchbaalaho\ra-aver sk . . sions. of the Bankniptoy Low.
"’“?’y owolodabmng ‘ 4 ek . 4. Bormwrzn thet have applied 1o commenca mda'fion
Category Ill - Assets that bear aubstenttal risk of finel colectatilty or - o special "“I‘l‘_':';‘b" undef the piavisions ofthe
. Impalmnerit of valoe, nndmllcelytohuur losaes. - .
-Gatopory IV Assals desned 1o bs inrolectable or valuoiges. 5 B“"""””““""“"""q”"'m"" to'4, above as’

. <Wite-Otf and Reservd vals!on Rulesh"

.* dafined by Ministry of Finango ordnances.’
16 Borrowars who heve epphed for oormmcarrmﬁ of

" Nommaland _ Based on histcrical bankruptcy.rates, formal stoius o " fegel Touidation procsdures undeor overseas laws,
Noad attention borowers, spacial a‘llmn:\:borrowsu and oihdr walch: - C et s.. . carmpondieg to thoss lsted abave. :
borowars - gl borrowers ar classiled and across:the-board - - Pagt dus loam' Pést dus loans ffer 9 non-accrut ipans except thoso K

provisicns ara’ mede'ta the Goneml loan-iogs reserve.. e T+ whiohconcesslons on paymsnt-of Inforost wend maga i’
in dangnr of  For aagh borows, the expacted.recovéry amount,of . ' ofdes fo asslst tha remganlzallon ol bankrum compnn:es
_ bankrupley - category Ill asssts (fonsseoured portion) is eslimated - and Ioem {othem! :
" berrowsrs - . and a provislon le made to the spetilicloari-loss résenm .. g Loanawadua rortlmmomhsormrsrelm bihoso
© 7 .. forthe amount of Shoitlak. Tho Gxpected racovery amaunt ~ - .7 tons, éxchuding'lcany to bankrups companles and past |
~ la the discounted present valus of th estimated cash -~ monlmor e bmaforwiﬂchmw[palormwrestmhsunpah'

o “fows o future recovary loa[oanprlnclpaJ s .. wore - foraedst throe months.:

D facto " In principle.: thig full Bmcunts oﬂ:aloqory Wandty - ° - - Restructured . Restrucliséd Ioana raiarwlhosa loana, exdudhq Joans -
bankrupt and  cradits ar writlsn off dlroctly. o oars - - \o bankrupt compandes, past due loans and loans .
Bankrupt - " overdus for {hiee mantlis or mare for which agmmem
borrqurl was mada {0 brovida reduction or a mraloium on

.+ <Definitibne of Discloged Cialms undarlha Flnanc]al e Lﬂﬁ;‘}‘mmffmmm 2o Dot favor

Ragonitruction Lam . T

the' putposo ol assisﬂng the recons!rud]un oflnsoimt

Bankrupt and  Banknip) and simiias creclt raters 10 the oradit oG PR
;imllar cradit- borowers who have. Rled for banknupicy, dorparate
. raargarizalipn,” composilfm. 60, an well as lhoao :
bertawers who gro in an oquivalent siluation. -

T . Finshclal Reconstitiction: Law and Rluk-MonHored Loaﬁ»
Doubtful rofars to cnadit wilth serious dmb! ooncaning

"."+' Disalkised Clalms .

Doubittul credit

the recoverynr principal and racefiing of interest as Dlsclouure‘ *. “Loans and u!hsr c!alrm equlvalanl lhemoi (Iumlgn
contract provisions, bocauss tha bofrower's fnancial + éxchanps, accepiinces snd guarantces, suspenss
conditlon and business results have worsenad, allhough péyinonts, as wel g banad securities fhal; require.
.ihey huve not reached the point of managerment colapsa, natation: firnitad to onty thousub]aoupausaaamd
Sonch on Speolal attention mwiers to oane I arears for morn than - lending or lending sgrmemn), atc.):
credit threé mantha or with mitigated conditions. Dkdésld: By borrawer oy Iuan for subslancard cradin
Normal eredit  Normal cradit miers 10 credl! to borrowars whose findncial

¥ Risk-Monltored Loans -
Okcldaure: Lnansonhr
Discised; . Byloen.

condition and businesa retults havo no pertkiuiar problern
and which e not uatenonzed‘h nnynfthe ahove
categories.

0191




Risk Management

I 1. Integral Risk Management

Risk Quantification and Integrated Risk
Management, Capital Allocation

In order to understand the different forms of risk on a
comprehensive basis, risks must be measured by a common
scale. Aozora Bank employs Valus-at-Risk (VaF) to calcutate
the amount of capital that should ba reserved against particular
risks. In this way, the Bank undertakes comprehensive
management of credit, maricet and other forms of sk,
inclucling the Bank's affilates’ sk axposure.

CAPITAL ALLOCATION

The economic capital I3 allocated for individual business
groups according to their risk tolerance and expected
Incoma, to improve the profitability and efficiency of the Banic
Graup as & whole. First, setting aside the armount of capital

Credit Risk Management System

required to maintaln minimum capital adequacy and provislons
for operational rigk, etc., the Board of Directors then allocates
economic capital to individusal business groups in fine with thg
tequirements of corporate and business strategies.

Each group Is rasponsible for conducting operations within
the allocated economic capital. The Chief Risk Officar (CRO)
monitors the usage of capital by each business group and
reparts to senior management.

| 2. Credit Risk Management

There are two major components of the Bank's credit risk
management. One Is the strict credit screening and monitoring
of Individual transactions. The other Is portfollo management,
which focuses on eliminating concentration risk and optimizing
risk-return profiles. Both contributa to the Bank's efforts to
malntain a sound assst bass.

(
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ts 4 {.-. ri..'é e 15 .

o T AMD" ‘ " ICO/FHD

Eﬂ!: ';;Z "r: -m-.!‘ ; iy g B ’ o

fx .'_;’. 3

ﬁ_gﬂ; ,."’_ ; e H o [EE ;

;E' ':-v: j - b. - 2 } iy ; Y I \5:'
N

Notes: 1. Manegement policy, capiilat alocation and credit risk fimits shall be detarmined by Management Commiites ang Board of Dikagtors,

2. Risk Poiicy Committee makes dedsions on important Issues related 10 credit management such as ntemal rating celleria and astimation of
parameters otc.

3. Credit Commities and lnvestment Committea make decisions on credi and kvestmant transactions that meet cartaln criteria.
4. Wo shall ansure that important proposals for new products and businesses will be examinsd by all the eppropriate dvisions, and that New
Business/Product Committee will approve the proposals sfter all the Issues related {0 each businesa/product am nddressed.,

(As of July 1, 2006)

0192




| 0 introtuction

08 Additional informatian

(1) Approval Authority

Approval authority of credit transactions (mainly loans} resides
in Credit Committes, which conslists of the Chlef Executive
Officer (CEO) and Chief Credit Officer {CCO), etc. The Credit
Committea partiatiy delegates its authority to the CCO, and
grants the autherity of re-delegation to the CCO, The CCO
re~-delegates approval authority separately to individuals in
Credit Dhisions and business diisions/branches in accordance
with thelr estperiences and capacities.

Approval authority of investment transactions (malnty
equity) resides in the Investmant Committee, which consists
of the CEO and the CRO, efc. The Investment Committes
partislly delegates its authority to the CRO and Senior
Managing Executive Officers in charge.

(2) Credit Rating System

Bommower Rating

Al Aozora Bank, a Borrower Rating [s assigned to all customers
with which we have credit transactions. In assigning the
Borrower Rating, we determine ratings based on our credit
analysis sxpertlse, without relying an scoring medels, Inwhich
only limited information can be reflected.

Facility Rating

To Judge the sk and retum profite and quantify the credit risk
volume of each credit, the Bank must consider not only the
Borrower Rating which represents the repayment capacity of
each borrower, but also the recovery prospects attributabls
to collateral and guarantee of individual transactions with
borrowers, For this reason, the Bank introduced a Facility
Rating System that reflects the probability of recovery of
indvidual transactions, in addition to the Borrower Rating.
Utilizatlon of Credit Ratings

Credit ratings are set as an integral part of the Bank's credit
management. They are ons of several Important credit
judgment criterta, Including approvel systems related to credit
assessment, interest rate spreads, etc, They are also used to
conduct the Bank's self-assessments and are employed as
benchmarks to quantify cradit risk,

(@) Transaction Screening System
Credit transactions focused on loans
Credit Division | ks in charge of credit assessment and granting
of approvals malnly for domestis transactions, and Credit
Division Ilis malnly for overseas transactions. Senlor Credit
Managers in charge of divisions/branches directly assess
the transactions and grant approvals, Gredit Managers
specialized in Industries are assigned to provide support.

In order to better assess individual transactions, Credit
Divisions wera created to centrally manage credit research
daone by an extemal agency (including a check on information

Risk Managsmant

about anti-socla! forces) for new borrowers. This Is expected
to enhance the accuracy of first-level screening conducted by
business divislons/branches, and to prevent loans from
becoming non-performing assats.

Investment transactions focused on equity

The CRO analyzes investment transactions submitted to the
Investment Committee and expresses opinlons. It deemed
appropriate by the CRO or Chairman of the Committes, Credit
Divisions are allowed to express an oplnion In place of the CRO.

(4) Credit Partfolio Management
The Credit Risk Managemant Division (CRMD) Is responsible
for planning and managing ths credit portfolio and for
monitoring credit VAR. In addition to preventing credit
risk from concentrated on one barrower, it also controls
concentration risks by limiting Credit VaR of the entire
porticlio within the level of etiocated capital, and thereby
prevents the Bank from being exposed to unexpacted and
significant rigk,

The Financlal Controt Division and Financlal Management
Division are In cherge of capital/imit allocation and profit/ROE
management.

(5) Credit Examination Managemant
The Credit Exammination Division [CED}, a body Independent
from tha credit declision-making processes and reporting
directly to the Board of Directors, evaluates the Cradil
Managament Process (CMF) (borrower rating, nawly extending
credi, after-the-fact management, risk recognition and
management, and problem-loans management) end Portfollo
Quality (PQ) (Portfolio's soundness) of the business divisions/
branches. The system aliows conslstent monitoring through
on-site examinations conducted at least once a year and dally
off-site monitaring (desk monitoring).

The CED also has the ultimate authadity to modify the
borower ratings on an ad hoc basis.

{5) Settlement Risk Management

A major component of sattlement risk Is the timing differences
that arise betwsen the payment and recelpt of funds, and the
payment and delivery of securities. This type of risk Is not
limited to foreign exchangs transactions, which arises from
the iming of setlements across international time zones,

but also occurs within domestic transactions in a varisty of
contexts.

The Bank has set limits on settlement volumes for foreign
exchange transactions by each client, and has adopted a
poliey of reducing sattliement volumes by using netting
techniques. The Bank Is also worldng to shorten time intervals
between the paymant and recelpt of funds.
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Before pariicipating in various settlement systems, the Bank
makes sure it thoroughly understands the relevant rules of
satlement systems. At the same time, the Bank monitors
actual ssttlement situations in real time In accordance with
changes to Real-Time Gross Settiement (RTGS) of the Bank
of Japan Flnancial Network System (BOJ-NET). The Bank Is
also upgrading s settiernent risk management systems by
carefully studying the inherent risks of individuat financlal
products and setilernent systerms.

3. Market Risk Management ‘I

Aozora Bank perfarms comprehensive analysis of the market
risk affecting al assets and labilities in order to manage market
risk appropriately throughout the Bank. As a global dealer
financial Institution, the Bank has developed a risk managemant
system which agdresses all aspects of market risk.

{1} Market Risk Management

The Board of Directors decides the economic capital allocation
for the entlrs Bank and for each business unit commensurate
with market risk exposure, Market risk and loss limits are set
in accordance with the capital allocation, and these business
unit limits are further subdivided Into spacific imits for each
business division and control unit. The CRO Indapandantly
and centrally monitors the usage of, and compliance with, risk

(2) Quantifying Market Risk

Aczora Bank uses VaR to quantify market risk and as a bagis
for setting market risk limils. VaR Is a statistical measure

of astimated maximum losses that could arise at a given
confidence fevel. VaR serves as a common standard of
measurement that estimates maximum losses that could arise
as a result of Auctuations In risk factors such as interest rate,
stock price and exchange rate.

BACK TESTING

The Bank conducts back testing to verify the refiabifity of VaR
models by comparing dally computed VaR with actual dally
gains or losses. The resufts of the back testing for trading
activities demonstrate the aciual daily losses exceedsd dally
VaR on two of the 246 business days for the period from Agrit
1, 2005, through March 31, 2006. These resuits support the
reliability of the Bank's VaR models.

STRESS TESTING

To complement VaR, the Bank regularly conducts stress tests
10 assess the potential impacts of volatile market movemsnts
that could exceed statfstical estimates. The Bank cakulates
and anslyzes potentlal lossas that could arse from dramatic
changes In market risk factors such as Interest ratas, stock
prices and exchange rates, and from a collapse of comelations

and loss limits, and reports to the Asset and Liabiity (ALM) amang different risk categaries.

Commiites and the Board of Directors,

Market Risk Manapement System

s N
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{As of July 1, 2008}
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(3) Trading Activities

In the fiscal year ended March 31, 2008, the markst risk [evel
of trading activitios for a VaR model with a cne-day holding
period and a one-sided confidence interval of 89% was under
¥142 millon at maximum, approximately ¥41 million at
mirimum and approxmatety ¥85 milllon on average.

(4) Asset-Liability Management {ALM)
The Treasury Divsion, which Is responsible for ALM operations,
centrally manages interest rate risk asscciated with alt barking
operations, and markeat risk associated with securities, funds
and darivatives heid for ALM purposes, The Board of Directors
approves capital allocation and risk limits with respect to ALM
operations and the Assst and Liabilty Committes approves
monthly management poiicy.

In the flacal year ended March 31, 2006, the ALM risk
level for a VaR model with & one-day halding period and
2 oneslded confidence interval of 99% was ¥2.6 billion at
maximum, ¥1.7 bilion at minimum and ¥2.3 biion on average

(weekly basls).

(5) Investments

The Blelnk manages markst risks assoclated with Investments
by satiing risk and loss irits as a component of its rigk
management framework. Certaln investments are roeviewed
and approved by Investment Committee,

VaR for the Entire Bank (March 31, 2006)

Bions of Yer)

Trading 01 0.1 0.0 0.1

AlM ‘ 10 (1) 11 |7
Investrnont 0.0 0.0 3.2 L R2
Totel 1.0 0.1 43 | 48

* Includes items such as funds.
Neto: Tha figures fov total VaR do not represent the sum of indivigual
companents, due to correlations.

{6) Funding Liquidity Risk Management

The Financial Management Division centrally monitors the
funding Iquicity nsk of yen- and foreign-cumrency-denominated
funds and ensures that the Bank's funding capabilities are
sufficient to meet Its contractual obligations for a sufficlent
period even under a predetermined stress scenario. The
Board of Directors and other managament bodies approve

) the Sources and Uses Plan on an annual and monthly basls,

Tha Financlal Managemertt Division reports liquidity status
directly to the Bank's senior managemant on a dally basis.

Risk Marugement

{7) Market Liquidity Risk Management

The Risk Management Division analyzes the Bank’s position
liquidity relative to market size and reports to the Bank's
senlor management on market liquidity risk. Positions are
closely monitored to ensure that they do not become
axcessive.

| 4. Operationa Risk Management

Operational risk can ba broadly defined as the risk of loss
resutting from Inadequate or falled Internal processes, people
or systems or frorn external events. The definition includes
legal risk, but does not Include strategic or reputationa risk.
The Bank recognizes the seriousness of operational rigk,
and has forrmulated & master policy for operatianal risk
managemert, which clearly stipulates the Bank’s phiiosophy.
To manage each type of operational risk, the Bank
ldentifies the organizational units responsible. And the CRO
exacutes the Integrated risk monitoring, using quantitative
methods to manage the comprehansive operational rsk.

(1) Administrative Risk Management

The Operations Management Division formulates
administrative procedures and rmanuals tallored to each
business operation, with the aim of enhancing the rellability
of routine procedures. The division Is &'so tasked with building
an effective administration system by providing guldance on
spacific processes and hokding treining seminars, In addition
to analyzing the voluma of clerical work and reviewing
organizational arrangements. The Bank alms to mirémize
human error arising from administrative procasses by
continuously reviewing and implementing greater automation,
systemization and centralization of routine procadures.

(2} Systems Risk Management
Aozora Bank is making concerted efforts to control systems
risk, and has formulated-a set of rules for systems risk
management. The IT Management Civision [s making every
effort to protect systems from naturel disesters and other
contingencles to ensure thelr stable aperation. The Bank has
also taken various steps to protect computer systems from
a wide range of disasters and eriminal activities to reduce
systems risk.

Systems development and systems operation have been
clearly separated to ensure adequate checks and balances
betwesn these two functions.




Further, in 2005, the Bank Introduced Mac terminals as
business terminals, adopting the thin cllent system {gystem
in which data Is stored and managed centrally in the server
without retaining them in the hard disk of each terminal)
and user authentication using an IC card to improve
system security.

| 5. Legal and Compliance Risk Management

{1) Master Policy on Legal and Compliance
Compliance Policy

The Bank has conducted a comprehensiva review and
updated all of its policies and procedures to ensure complancs
with Japanese regulations as well a5 adherence to intermnal
requirements. The Bank Is stiving to foster a corporate
culture at all levels throughout the enterprise that places a
high priority on the achievement of implementing global best
practices, The Audit and Compliance Committee, which is
composed of non-exascutive Directors, reviews the status of
apprapriatenass In compliance, audit and accounting and
reporta to the Board of Directors.

Master Policy on Legal and Gompliance

Tha Bank has developed a Master Policy on Legal and
Compllance, which establishes & framework to evaluate

and minimize the Bank’s risk in a wide variety of laws and
regulations that affect virtually all business areas of the Bank.
In addition to high-level policies, detalled progedures for
dozens of risik areas have been updated. The Compliance
Program, updatect and appraved by the Board of Olrectors
annually, specifies action programs and compllance standards,
Master Policles are envisioned to remaln in etfact for a longer
period whereas procedures and operating manuals may need
to be reconsidered on a more frequent basis,

{2) Compliance Organization and System
Primary responsibility for supervising legal and compliance

Legal and Compllanca System

issues at the Bank rests with the Legal and Compliance
Division, which is supervised by the General Counsel. The
diision develops and Improves compllance programs and
conducts compliance checks on relevant legal issues. The
dMslon provides internal legal consulting services, including
the review and authovization of contracts, and Is also
responsible for formulating, monitaring and revising
internal regulations.

Each division and branch has a Compliance Leader who
Is responsible for providing consuitation services, canying
out compllance checks and Increasing the awamneness of
compliance-related issues. .

As part of the program to bulild a falr and horest corparate
culture, the Bank has taken two major initiatives. Thesa
are (1) the Hotline Whistieblower Program, which was
established in 2000 and allows employeas 1o report possible
emploves violations of poficies and procedurss directly
with corporate auditors and the Bank's legal advisers and
{2} e-mail questionnalres to enable the Legal and Compliance
Diviston to independently communicate with employees on
compliance lssues. To maintaln and enhance corparate identity
across the entire Aozore Bank Group, the Bank |s working to
develop an integrated compliance program covering all of its
affillates through such measures as the astablishment of an
tnformation sharing system on compllance issues.

(3} Compliance Training and Awareness Program
Training programs for Compliance Leaders and heads of
divisions, which make use of independent expsrts in the fleld,
are conducted semiannually to ensura a thorough under-
standing of kay compliance issues. Consaquently, all directors
and employeas throughout the Bank gain a comprehensive
urderstanding of current compfiance toplcs.

The Bark has a wide varlety of compliance training
opportunities that it offers to new employaes and newly
appdinted department heads, as well as a number of training
progrems that ralse the knowladge of the employes and
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promote a greater awarensss of the importance of
compilance throughout the Benk.

{4) Anti-Money Laundering and Anti-Terrorisin
Financing Policy

Aozora Bank has formulated Policiss and Procedures for

the Pravention of Money Laundering and the Finarcing of

Terrorism, which contaln guidslines for conducting proper

custarner Identification, the monitortng of account activity and

1he reporting of suspiclous transactions, to prevent money

laundering and terrorist financing.

To prevent llegal use of accounts, the Legal and
Compfiance Dision has enhanced verification procedures
for opening accounts for non face-to-face transactions with
additional customer identification procedures and has started
monitaring customer accounts activity through filtering
transactions on an exceptional basls Including wire transfers
and cash with certaln parameters.

The Legal and Compliance Divislon supervises the Bank's
Antl-Monay Laundering and Anti-Terrorist Financing Program.
The division conducts extensive training of new hires, and client
contact staff in corparate and retail divisions In tha Bank.

(5) Legal Risk Management

The Legal and Compliance Division is responsible for managing
the potential legal risks of the Bank and its subsidiades. To
protect the various stakeholders, including the sharehciders
and customers, the Bank utiizes internal staff as well as
extermnal international and Japanesa law firms to ensure

the Bank Is adhering to legal regulatory requiraments from
Japan's Financial Services Agency, the Bank of Japan and
the Securities Exchange Commission, among others, and
Internal policies and proceduras. To avald or identity potential
lawsults or other disputes, the Bank takes a proactive
approach by training staff 1o be knowledgeabile of and sensitive
to the full range of the Bank’s legal responsibllities and
maneges appropriate responses. The Legal and Compliance
Divislon supervises the Bank's Hotline Whistls-Blower Program.

(6} Information Security Management

Information assats, including personal data, are just as
important for a financlal Institution as tanglhle assets,
Information assets however are vuinerahle to a wide range

of risks, such as accidents, disasters, system ermors,
unauthorized use, darnage, theft, information leakage and
data manipulation. Therefora, protecting Informaltion assets by
such measwres as Information leakage pravention ls critical to
the fulfilment of the Benk's conficentiality oliigations to its
clients and the safeguarding of the entire organization. Guided
by the Information Security Poficy and Procedures, Aozora

Risk Mansgement

Non-Consofdated Fnancial
Statamants

Bank, Incluting its consclidated subsidianies, assesses the
exqosure of its information assets to various risks and manages
thege risks to ensure the security of Information systems.

The Bank’s executive officer responsibia for the Lagal and
Compliance Division acts as the Chigf Information Asset
Managernent Administrator, taking alf necessary measures to
ensure that the Bank's information assets ere secure, and
reports on assst securlty to the Board of Directors.

tn eddition, the Bank's business units, In {ine with thelr role
of managing Information assets, davelop security plans and
provide guidance to the Information Asset Management
Administrator assigned to IndMdua! diisions, departments
and branches, and resoive problems when thay arise. The
Legal and Compliance Division asslsts the Chisf Information
Aaset Manegement Administrator, thus ensuring strict
impiementation of the control system.

6. New Business and New Product

A new product or business needs prior approval from the
New Business/Product Committes and the Suitability
Committes. The New Buslness/Product Committee examines
all refated risks, investment costs and net profitability. The
Suitability Committee ensures the sulteblity of the new
business or products for the target customers.

7. Internal Audit Policy ]

The Bank's Intermal Audit Divislon examines and evaluates
our risk managemant measures and Internal controls from
an independent standpoint, The internal Audit Divislon reports
directiy to the Chairman/CEQ and provides reports to the
Audit and Compliance Committes of the Board of Directors
and |s Independent from the oparating units, This division
examings and evaluates operating units’ risk management,
internal eontrols, Information technology systems and
Processes.

The Bank's Intemal Audit Division conducts audits using
a risk-besed approach, In which we first assess the degrea
of inherent risk and adequacy of fisk management and
intemal controls within each particular operating unit. Based
on our risk assessment, wa focus audit efforts on specific
operating units with farger risks, new businesses or significant
changes to thelr organizetional structure or computer systemss.

To strengthen our intemal audit capabllities, we have

continued to enhance the necessary Infrastructure and
developed a new audit methodalogy. To enhance staff
expertise, we a/50 encourage employvees ta obtain professional
certiications such as Certified Internal Auditor and Certified
Information Systern Auditors. In addition, we work with
external audiors to further enhance our audit standard:
and capabilities. .
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Non-Consolidated Financial Statements

Non-Consolidated Balance Sheets (Unaudited)
Aczora Bank, Lid.
March 31, 2008 ard 2005

i‘\g.a

Cash and cash equivalents

e ¥ 303,849 - ¥ 171,263 $ 2 557 T
Deposits withbanks .......... e 49,644 39,255 - 422,785
Call Ipans and bilsbought. . . ................... . © . 216184 ¢ 100,923 1 840,951 -
Recsivables under securities borrowing transaction . . . . 300,370 - 195,729 2 558,082
Monetary clalms bought ................ ... . 53537 52,948 . 456,848
Trading assets ................. e, . T 93886 354,706 799 660
Mongy heldintrust . ... ..ovoviieeenrninienans 6,308 2,385 - 53,705 -
BOCUNNIES . . - . v v veen e vens it 1,797,623 1,234,662 15,309,348
Loans and bills discounted ... .. vev el iauuy 3,025,391 2,605,381 © 25,765,557,
Foreign exchangBs . ......... . cveeineniennnn, 8,978 1,477 " 76,466
Ctherassets ......... e e e 166,564 102,430 -1 333 368
Premises and soulpment, .. ... e . 27843 - 27,401 237,125
Deferredcharges. .............coevvenuin ceeen T2 150 . 4,867
Deforrad taX ASSeS .o\ o' et v e . 22 - 13,032 230 983
Customers' ligbilities for acceptances and guarantess . 14,690 165 326
Reserve for possible loan 108888 .. ... o.viu.t. {133,168) |~ _(695 865) -
TOTAL .\t e ¥4,784,828 | - $61,142,840 -

iy

. ¥3.211,708:

$27 352 318

Deposlts ................................... ) ¥2,389,471
DBbENUTES. . .. .ottt 1,064,331 851,993 . 9,084,308
Callmoney andbillssold . ................,. von 384,523 - 372,266 3,274,772 )
Payables under repurchase agreements ......... . . 49,788 - 183,824 | . 424,020 .
Payables under sacurities lending transactions .. . .. 208,664 - 80,47 01,750,959
Trading lbilities . . ............ ... ool . -104, 908 . 88,927 7. 893,446
BOrrowad MOMBY - ...ttt ier e 85 300 . 47,200 ",-726 452
Forelgn exchanges. . ... ... e cees 20 2 7
Other fizbilies ........ e ,1_40.54'(."’ 118,114 RE 197 817.
Liability for employees’ retirement benefits. . . . . . . .. - 15,539 16,066 132,338 .
Reserve for credit losses on off-balance-shaet instruments . , 1,940 1,778 , 7']1,6.‘522 g
Acceptences and guarantess. .. ... ........... .. 19,412, . 14,680 . - 185,328 .
Totefllabllities .............coivvnninennn, ' - 5,284,756 - 4,174,803 . 45,007,203
STOCKHOLDERS' EQUITY:
Capital stock Lo
Common stock ... ........ e , 47,745 147,745 | . ..1,268, 262 -
Preferred stock .. .......... PP 272,038 272,036 |l 2,316,778
Cepital surplus ............. Ve ' ",33,"333 33,333 289 882
Retained earnings . N .o -
Legal reserve ... ..oovvinn et eniiiae s | 3646 2,449 231080
Unapproprigled. .. .......ooveiiiiiinnn. . 264,768 152,033 © 2,254,881
Net unrealized gain {oss) on available-for-sale ‘ LT
BECUMHES -\« oo vvervine i orinavaannas " (1.081) 1,827 ‘@.218)
Treasury stock—atcost . .........ooivuiina, .. - {0 (o) ) 0) .
Total stockholders' eguity . ... ... oo vouuo. ..., .. 720,447 609,524 .- . 6,135,647
TOTAL ... e . V6,006,204 " V4,784,328 ~ $51,142,840.
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Non-Consolidated Statements of Income (Unaudited)

Aozora Bank, Ltd.

Non-Consolidated Finangial
Statements

08 Addisional v orausion

Years Ended March 31, 2006 and 2006

- o

INCOME:

Interest income: S T
Interest on loans and bills discounted .. . .. .. "¥465,815 ¥51,752 | .- $390,183. .
Interest and dividends on securities ............ 24,550 11,319 251,744
Interest on deposits withbanks ............... 1,043 460 L. -:8B88
Other interest INcoma .. .........ovveeenn.n, " 12,286 . 11,782 - 104,834

Fees and commissions. ... ....... e 14,817 8,950 - 7126,189

Trading profts ............ e e . 8219 5,851 . r0002)

Other operating iNCOMe .. ... .....oeeveenaiy,, 143,497 - 22,586 U BT0,445

CHRETINGOME « o e v v er et i e i inie e, 67,224 43,364 . 487,344
Totalincome ... ..... e e . 212,483 156,067 v 1800420

EXPENSES:

Interest expenses; T
Interest on deposits .. ......... e 8514 8,165 L7211,
Interest on debentures . ..................... 3,962 4,142 | -7 83,743
Interest on borrowings and repurchase agreements "4,492 965 <o '38,269
Other intarast expensas . ...........o.o.oo.... 19,167 4,436 © 183,240

Fees and COMMISSIONS. oo . vt eveeiaene ., 1,276 788 10,867

Tradinglosses ..........co0iveveninan, hae 463. 47 3,866

Other operating expenses .,.,.......... R 9,137 3,778 77,822

General and administrative expsnges. . ........... 46,456 42,339 - 305,389

Other OXPENSES 1 e v vttt eei i e ‘ 10,856 5,447 92,469
Total @XDANSES .\« v vt e 104,287 70,100 . 888,156

INCOME BEFORE INCOMETAXES .............. . 408,178, 85,958 .. 821,273
INCOME TAXES: Do et

CUITBNE . oot e e e e RN ¢ (193) D 1,044

Deforred .. ........cocuen. e {11,867} - 708 | .. . 1onded |
Total iNComMetaxss ............coeveevrines, (11,744)". @) |° ¥ .- (100,020

NETINGOME .. ......covveeeiennnnnnnn. . ¥119,020 - ¥86,859 |- " -$1.021,208"

PER SHARE INFORMATION:

Basle net incomea per common stock, .. ......... . LO¥41.07 ¥29.41 $0.25
Diluted net Income per common stock .. ......... " '28.34 20.52 0.24
Cash dividends applicable to the year: - :
Class A Series 4 praferred stock .. ....... R “5.00 - 5.00 0,04
Class G Series 5 preferred stock ... .. .. e 372 3.72 0.03
Common stock ......... NN 089 - 0.89 oo
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Non-Consolidated Statements of Retained Earnings (Unaudited)
Agzora Bank, Lid,
Years Ended March 31, 2008 and 2005

LEGAL RESERVE:

120,860 - -

Balance at beginning of year . .................. V. .2,448: ¥ 1766 $5 ‘
Transfer from unappropriated .. .. . ............... ST 9T 692 . :710,198
Balance atendofyear. . . ........cuveevninni.-. ¥ 8460 ¥ 2449 ©. 31059
UNAPPROPRIATED: SR RS
Balance at beginning ofyear ................... 162,033 69,331 [: . 1,204,782
Appropriation (Disposition): C e R

e 5987 {3464) | .(50,994)

Transfertolegatreserve . ............. Co- (e {692) ... (10,200)

NEtINCOME. . vt v i e e ineriaeenras 5. 119,820 86,859 1,021,208
Balance el end Of YBAr, . ... ... ivrivuiienn s, . ¥284,768 ¥152,033 (o $2,254.881
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Income Analysis (Non-Consolidated)

Net Revenus, Business Profit

Incomu Analysis
{Non-Conaolidstadi

08 Additions! nforntatian

Pl

Net Interest income . .
Interestincoma. .. ..........

Interest expenses .. .........

Net fees and commisslons . ...
Fess and commiasions (ncome} . .
Fees and commisslons (expenses)

Net trading revenues . . ... e
Tradng profits .............
Tradinglosses .............

Net other operating income . . .
Other operating incoma ... ...
Other operating expenses .

Net revenue ....... PP

Net revenue ratio (%) ....... .

Businessprofit.. . ...........

36,123

13,541

14,817

1,278

7785 |
8218 .

453
34,359

43,407 | -

9,137

108,248 .| .
2,26
64,037

. 52581
*. 88,704

11,996 -
12,794 -

47,487
- 66,589 -
. 0,563
12,082

798

122,497.
C. 22971

- 474
14,423
- 22/189
o7mree |
96,405 .
. 220

5,088
- .80,728--

| 25,634
[1,663] -
1,544
- 2022 -
AT 4 £
(14,731)
C1(14,762).
. (@0
19,938 -
" 21,807
11,843 .
- 138 .

57 609
75,314

17,704

8,162
8,250
787
5,803
5,851
47
18,808
22,588
3,778
90,384
2.09
49,680

Notes: 1, Domestic aperations include yen-denominated transacﬂon.-. by dornasllc ofﬂcea, whila Inlemational oparations include torelgn-cumrency-

denominated lransactions by domestic ofices and transactions by oversaas offices. Yen-denominsted nonreskdent transactions and Japen

offshom banking accounts sre included under intamational operationa,
2. Interest expenses arp shown alfter deduction of emounts equivalend to Interest expenses on money held In trust (¥4 millon for Lhe fiscal year

ended March 31, 2005, end ¥13 m3lon tor the flscal year ended March 31, 2006). Fees and commissions (expenses) ars shown aiter decuctians

of bond redemption kees (nil for the fiscal year ended March 31, 2005, and ¥1 mikon for the fiscal yeer ended March 31, 2006),

3. Figuren In brackats [ | ndicate ntomest receved/paid as a result of Inferdepartmental lending end borrawing activities between domestic and

International cperations,

net revanue

4. Nat rathy =

averaga balance of interoat-boaring assate
5. Busineas profit s calcuiated by dedusting the net provision to general loan-loss reserve, and general and administrative expenses from nat

X100

(&)

Ordinary profittotolal assets. . .. o, oo i i it i i

0.89

1.22 -
Ordinary profit to stockholders’ aguRy . ................ e 9.13 7.69
Netincomatotolalassets. . ... ..o i i i i e 2.44 1.77
Net income to stockholders’ SauIY . ..ot et e 18.03 - 15.07
Notes: 1. Relum on assets, as calkulated ordinary Income or net Income 100

using ordinary [ncotma or net Income
2. Return on equity, as calculated
using ordinary [NCOMa or net anmo

{average belance of tolal assets - customers' liabllites for ecceptances and gwranteﬁ
ordinary iInComa or net Income

{stockhoiders ' equity. deginning of year + stockholders™ equity, end of year} + 2

X 100

Yield on Interest-Earning Assets, Interest Rate on Interest-Bearing Liabilities, Net Yield/Interest Rate I,

Yield on interest-eaming assets . . 1.857 ."1.36 3.58 1.74 1.56
Interest rate on intarest-bearing : o .

lebilties . . ................. .92 1.39 4.+ 3.5 1.4 1.24 2.25
Net yield/Interest rate. .. ... .. .. .07 +(0.08) 0.07. 0.34 0.32 0.32
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Average Balance of Interest-Eaming Assets and Interest-Bearing Liabilities

w

ik

Loyal I'If
wratlons;”:

Balanca of interest- Average balance A 447,47 Sl [36;@91
earning assets " 4,781,780 |- 4,971,604 | 857,748.| 4,305,066 | 4,204,674 400,851
Interest Incomea/axpense ' D cpesyl [1,026} ’
. 88,704 [, . 69,639 - 30,7268 - 75314 66,007 10,333
- Return/rates (%) - 185 136 368 1.74 1.58 .57
Loans and bits Average balance (2817401 | 2401437 | 125963 | 2752004 | 2,679,816 12217
discounted Interest ixcoma/expense 45753 :| - A0gf4. | U5139-| 6172 49,258 2,462
Retumvrates (%) S AT4°] . 83| - 407 1.87 1.83 3.40
Securities Average balance " 1,711,844 °[: 1,013,739 | 608,105 | 1,150,573 852,044 298,528
Interest Income/expense 28,550 1 - 6,188 | 24,390 11,319 3,840 1,378
Ratum/rates (%) 172 080 |- 349 0.98 0,48 2.47
Bils bought Average balance -18804.-) ~ 16,004- - 13721 13721 -
interest income/expense N . I a 0 -
Retum/rates (%} . 0.00 - S0 ] — 0.00 (.00 —_
Coll loans Avarags balancs 180247 | 128627 [ 1719 | 61,565 60,187 1,387
Interest income/expense Lt et gl e 30 2 2
Retumy/raies (%} . 004 - 000 - 3.34 0.05 0.00 203
Recevablea under Avarage balance 226911° | 226,811 - 263,487 253,487 —
securities borrowing  Intarest incema/expense 27 R - 63 63 -
transacticns Retum/rates (%) 0.01- 0.01 . - 0.02 0.02 —
Cash and due Average balance 28,035 - T s 27,799 1,648 26,148
from banks Interast income/expense 1,043 - IR B N1 460 ] 459
Ratum/rates (%) 372 0005 .0 381 1.85 0.02 1.78
Balance of interests Average balance ST [447:471) [300,458)
bearing llabilities . 4,147,359 . 9,769,730 - | ©.825,400:.| 4,118,036 | 4,022,163 | 296,332
Intsrast incomedexpense [ | U TE T 568) [1,026]
- %8923 o[ 72,082.)  25:834-) 17704 12,608 6,122
Retum/rates (%) O A ™ | I P A | 0.42 .31 1.64
Debartures Average batance - sh2e02. [ eS2022 - o 828,950 926,969 —
Intsrest income/expense - 3962 | 3,982 - -— 4,142 4,142 -
Return/rates (36 0.46 046 . — 0.44 0.44 —
Deposils Average balance 1,862,933 | 1836322 | ~ 26610 | 1814336 | 1.800,085 14,251
Interest income/expanse - B2er 7,686 587 7.882 7,882 18
Retumyrates (%) 044 |- 0.41 220 0.4t 0.41 0.84
Negofizble cerliicales  Averags balance 642,576.-1 ~ 842,516 | . - 644,734 544,734 -
of deposit tnterest income/expensa 228 228 °f - 183 183 -
Retum/rates (%) .0.03 003 | — 0.03 0.03 —
Borrowad monsy Average balanca 67,005 | 6703 | L = 29,959 29,999 -
Intesast Income/expensa R 2B IR |~ A 328 a8 -
Retum/rates (%) AL 018 " 1.08 1.08 -—
Gommercial paper Average balance 54 54 -
Interest income/expense 0 0 -
Return/rates (%) - 0.07 0.07 —_—
Biis sold Average palance 104,871 | — 88,354 88,354 -
Interest income/expanss -2 2 - 2 2 —
Retum/rates (%) - 000 0.00° : - 0.00 0.00 -
Call money Aversge balance 371,683 260.803° 110,889 368,362 340,780 27,512
Interest income/expense . 4,387 a 4,348 634 44 590
Rshen/rates {6} .1.18 0.01° -3.62 0.17 0.01 2.14
Payahles under Averag balance 76,004 |- 18640 | " 68,358 | 150,181 132,751 17,429
repurchase Interest Incoma/axpense .21 .0 2,180. 441 8 433
agreements Returvrates (3} 283 | .00 o378 0.29 0.00 2.48
Payahies under Average halance 182938 [ - 184 181772 e4es7 57,841 26816
securities lending Interest income/expense © B804’ 0 7 -5,908 840 2 817
transactions RetumJ/rates {%) 3.22 0.04 . 3.24 0.88 0.03 2,23

Notes: 1. Interast-earning assats ane shown sfter deduction of tho average halance of non-interast-garing deposits. imerest-bearing liabéities ara shown
after daduction of amounta equivalent to the average balance of money held In tust and correspanding [nterest,

2. Flgurea in brackets [ | indicate the average balances of interdepartmental isnding and bomowing activities batwesn domestic end oversagsy
operations and corespanding interest Income/expanses.

3. The average balarce of lorsign-currency-denaminalad ransastions by domestic officas In intemetional operations has been calculated using the

dalty curment method.
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Analysis of interest Income and Interest Expenses

Interost income Volume-related Increase (decrease)| :
Rate-related increase (decrease) |- . &, 4,359 {492)
Net ingreass (decrease) o {4,403) (10,135)
Loans and bils Volume-related Increase {decrease) | (8.340) {8.662)
discourtted Rate-relaled increass (decrease) (130) (1,068)
Net increase (decrass) . {8.471) 9.731)
Securities Vokwne-rebated increase (decrease)|{ - (233 (658)
Rata-relaled Increass [decreass) 5,239 854
Net increase {decreans} 5,000 195
Blls bought Volume-relatad increase (decraase) | - [0} 0} —
Rate-related incrsase (decrease) @ @ -
Nat Increase (decreass) (1)) (V] —_
Call loansg Voluma-raleted Increase (decreass) | g o (13)
Rate-related increase (decrease) (13) 1 7
Net increass (dacreass) o {6} {0) 6
Recolvables under  Volume-relaled Increass {decrease)| - .~ 18 18 -
securities bonowing  Rate-related increass (decrease) {18 {16) -
lransaclions Net increase (decreasa} S N N 2 2 —
Cash and due Volume-related inrease [decrease) - -. - 3 |- @ ... 21 {106) ] {54)
from banks Pate-related increase (dacrease) - N ERUINEY o I - 176 o 186
Net increase {decrease) .. 883 | - {O).|. " 6B 69 {0) 70
Intersst expenses  Volume-related incraase {decraate) [~ 1126 ety 6,623 (1,684) {1,649) 1,174
Rate-related increase (decrease}| 18,262 |- ~ - 235 -] 112,889 2,470 {1,276) 2,673
Net Increase (decrease) oAl | - Eeey] - - 18,512 775 {3,125) 4,048
Debentures Vokme-related ncrease {decraase) {340) .{340] - - {1,189 {1,184 -
Rate-relaled Incraasa {decreasg) |- 1e0. | . L (839) 639) -
Net increass [decrease) e ] = {1,823) {1,823) —
Deposils Volume-related incresse (decrease) [ (214) "[263) . (588) (614) 24
Rate-related Increase {decraass) | - | (208) r2 ] 64
Nat Increass (decrease) o B0 s . {796) {685} 89
Megotiable Volume-related incraase (decrease)(- - 32 [ .. 32} = {25) (25} -
cortifcatss Rate-related increasa [decrease) | - dol o] - {105) (108} -
of deposit Net increase (decreass) T X Y < 1 — {i31) H131) —
Bomowed money  Volme-related increase (decrasse)| - 295 205 (0 =7 150 190 -
Rate-related increase (decrease) [ - @20} | . (520) |- t 353) (353) -
Nat Increase {decreass) SR (225 - (162) {162) -
Commerclal paper  Volume-relatad Increase (dscressa) (/0 I | - )] o -
Rate-related increzsa {dscreass} - . - P 0 1] -
Nal incrgase (decrease) . o ) - = o L) -
Bils sold Volume-related Increase (decrsase)| - - 0- - {n (1) -
Rale-related increase (decreass) |~ (1) C = B ) -
Net ncrease {docrease) ol L= 14| [0 —
Cali monsy Volume-related Increase (decrease)| . . & | “ot,768 148) {38) 214
Bate-related increase (decreass) | - 3,747 |- to1.974 487 (568 2e8
Net increass (decreage) . 8.763 ) ~ . 8,758 420 {93) 513
Payablesunder  Volume-relsted increase (decrease)| - - (215} | 1,018 0 ) -
repurchase Rate-refated increase (decreassl | 1,954 [ @ | 730 428 ) 433
agreements Nat increase {decraass) R P N o N R A L 428 {4} 433
Payables under Volume-related Increase (decreasa)) - 787 @] s 109 10 asa
securities lending  Rate-related increase [decrease) 4,278 S0 1B 694 ] 433
transactions Net increase {decrease) .- 5083 7| . :(29. - 5,088 B804 16 787

Note: Changes due to a combination of volume- and rate-related increases (decreases) have besn ncludad in volume-related ncmase (decrease),
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Fees and Commissions

(48003 of Yen)
bt 1 b i ioha
Net fees and commissions . . . . -13,58. | 11,006 * 1,544 8,162 7,083 1,099
Fees and commissions D
recelved ................ 14,817 12,784 | - . 2,022 8,950 7,539 1,411
Debentures, daposits and T R BN
loan operations . ......... 10,086 9,097 7'~ 999 5,765 4,727 1,038
Foreign exchange operations . 191 129 o 81 194 136 57
Secutllies-related operations 2,207 1461 -~ 836 1,611 1,344 266
Agency services .......... 1,397 1,345 &1 784 778 8
Safekeeping and safe ]
dsposit box services. . ..., 7 7 — 8 8 —
Guaramtes operations ., .. .. 154 108 . 48 132 84 a7
Others......... Ceaaea 672 G47 25 454 461 N
Fees and commissions paid . . 1,276 788 [ Lt 787 475 312
Forelgn exchange operations . 78, 80| . 14 92 64 27
others. ..., 4,200 ) - 787 42 695 410 284

Trading Revenues

Net trading revenues . . ....... 7,765 22,497 °| . (14;731) 5,803 5111 §92
Trading profits ............ . .8,219 2291 | (14,762) 5,851 5,030 821
Gains on trading securities . . C— - T 188 186 1
Galns on sacurities related )
to trading transactions . . .. - B — — — —
Galns on trading-related - Co I
financlal derivatives . . . . . . B84 “22838:] (14,752) 5,492 4,674 818
Others . ..........o...u. - | <l 170 168 1
Trading losses ....... -483 474 0 L (e0)! a7 {80) 128
Losses on trading o - Lo
securities .............. 4- -3 o) — —_ -
Losses on securities related RO
to trading transactions .. .. 449 489 | T T q20) 47 (80) 128
Lossas on trading-refated - o
financial derivatives . ... ... — _— — — - —
Others...,.............. — — — — — —
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tncams Analysia
{Nop-Conaalidated)
Oabanture Oparations
{Non-Conscldeted)

Other Operating Income

Net other operating income ... | 34,369 | ~'14,423.1. - 19,936 : 18,808

Other operating income. . . .. | 43487 | 22,189 | 21,307 22,586 15,298
Gains on foraign exchange ER
transaciions ............ o 8Tss| oo -— 3738 2,832 — 2,832
Gainsonsslesofbonds .... | 3343 1760 | ‘1573 5,608 4,947 856
Geins on redemption ofbonds. |~ 2,633 | .62 | 7 2,470 12 12 —
Gains on derivatives .. ... .. Cer=slb = = — - -
Other. ..o i 33,882 | 20857 | - 13524 14,138 10,338 3,800

Other operating expences... | - - 9,137 | = 7,766, | 1,371 3,778 3,104 584
Loss on foraign exchange R S
transactions ............ - T = C - — — -
Loss on sales of bonds. . . .. 6890 | . 6241 (7 = 648 . 1,304 677 627
Less on redemption of bonds — L T = - - -
Lossonwrite-off ofbonds .. [ . — AR - - -
Bonds and corporatebonds . . | . - * 208 |- . 2087 . L 190 190 -
Loss on derivatives ... ..... - 508 .. (i6€) [ - 666- 208 203 (86)
Qe . e Coc 1,535 | 1,477 L o B8 2,076 2,033 42

General and Administrative Expenses

General and administrative expensss .............c.cvcvriieeiinnn.n

Salaries and related BXPANSAS . .. ... vt iui it et . :

Retlrementbanefits ......oveervetivenones e, e 109 107
Retirement Densfit COSE . .. ... vuriine v i iiieninnees s, o - 3,930 | 3,272
Welfare eXpenSas . . .. ... e ‘ 200 - 172
Depreciation. .. ... ..o e e ©. 2,453 1,773
Rantand 1oase exXPaNSES . .o o it b e B 5213 5,441
Building and Maintenance eXpPenses . ... ..........euveererenennn, ST 185 80
SUPDHES BXPEMSES « « v v v vttt te s enee e et i ea s eaenerroneess EPCEE- - 306
Water, lighting, and heating @xpenses .. ........vueeuenrineanene.ns Do 6807 432
Traveling BXPONGES . . v\ v ie e e ety <eoe T BAS 473
Communication expenses ............. BN R - <. I 677
Publicity and advertising expenses. . . . . N L1018 918
Toxas, Other than iNCOME tAXES . .. vvvevvene i ernernennnnnnennn, - 2485 2,404
OHBIE . < . ettt et e e e e e e e e et ke - . 14,343 13.415

0205




Debenture Operations {(Non-Consolidated)

Outstanding Balance and Average of Debentures
{MSons of Yen}

by

A0ZOra debemtures ... ... ovvueiiiniin.., . 1.028,300 -] s ) 813,141 811,131 883,771
Discountsd Aozora debentures . ... .......... .7 88,080 (.- 39480 40,861 45,198
TORAL L v\ v 1,084,331 | 862822 851,993 928,969

Neie: Debenires do nol include debenture subscriptions,

Balance by Residual Period

- ons of Yen)
Lessthen i yesr ..., ......... 80,7617 | " 36,008 | 330072 | 289,248 40,823
1-3YBAIS. ..o, 489.445. | . 489453 | . . (8)| 923669 | 323622 a7
BB YRS . . e 158,083 | 158083 | - - -1 198256 198,268
ST YORIS. .0 vivvinariirersan B B S 4 4
OVer7years .. ....oeoivvunss = e P — —
Total ..o 1,084,331 | 1,028,300 | ' s36,080"| 851,993 811,131 40,861

Qutstanding Balance of Debentures per Branch

{Numkber of Branches, Mikans of Yen]

TRy )

Nurmber of branches . ......... R T- T P - 18 18 -
Cutstanding balance of S S
debentures per branch ....... .- 59,129 |-. 69,128-| . —_— 47,332 47,332 —

Qutstanding Balance of Debentures per Employee

Number of employees .. ... .... SR < -7 A KR <77 0 IR 1,342 1,342 —
Outstanding balance of 1
debentures per employea . . ... - . 802 ) - BO2 L= 634 634 —_
Nole: :;mb:‘rﬂ empioyees rapressnts the avarage number of employses in each fiscal year. The number of omployaas in domestic oifices includes head
[+ ] A
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Deposit Operations (Non-Consolidated)

Balance by Deposit

Account

{Ngn-Cansalidatad)

(uons of Yer)
Deposits N
Liguld deposits Average balance .- 301,568 4+ : k -
(%) o UHeAG). o f1842) {21.00) (21.15} -
Term-end balance 468,186 1 488168 -} - - 369,342 369,342 —_
{%) © = {2000 ] ... (20.39) |. - — {19.71) {19.88) -
interest-bearing Average balence . 281214 [ 281,244~ | - - —| as0,800 360,600 -
deposits {%} CLopa0zy |42 | = {18.85) {18.90) -
Term-end balance aB7,305 | 367,305 - 224,831 324,80 -
{%} 1569y - peooy o = 17.33} {17.56) —
Tima deposlts Average balance 1,692,007 | 1,692,807 - | "1 & | 1,405645 | 1,405,545 -
{in general) (%) oo(ezeg | - (es.48) | - (78.12) (78.7) -
Term-end balance . 1,818,976 | 1,818,976 | — 1 1,489,712 1,469,712 -_
{%) FTT0) {70.24) — {78.43) {79.44) —
Dercgulated Average balance IREAE N Y SRR R tT: vy N B ' 1,321,993 | 1,321,693
intersst rate (%) . FoTe [ sty | {69.06) (69.58)
time deposits Term-end balance ‘1,602,304 . | 1502304 1,396,502 | 1,318,502
{fixed) (%) - (B48)- | {65.44) o (70.26) (71.15)
Deregulated Average balance 204379 | 21470 - 173,551 173,551
interest rate (36} SN E- I e R {8.07) .13}
time deposits Term-end balance ajeere | 318,672 183,210 153,210
{itcating) (3%} . {13.53) pam) |7 - {8.18) (B-28)
Others Average balancs 28458 | | 1847, | 26610 16,842 2,591 14,251
(%) -{1.53) - 010} (100:00) {0.88) {D.14} {100.00)
Term-end balance 63,742 - 8,668 | 45175 34,628 11,143 23,793
(%) {2.30) . 0.37) | (160.00) {1.86) {0.80) {10000}
Subtotal Average balance 1,662,933 |-1,826,322 (. -26,610. | 1,914,336 | 1,900,085 14,251
(%) " {100.00} {100.00) .|  (100.00) {100.00) (100.00) {100.00)
Term-end balance 2,340,885 1.2,205708 | 45,175 | 1,873,991 | 1,850,198 23,793
{%) .- (100:00) |- -(100.00} |1 (100.00)-F  (100.00) {100.00) {100.00)
Negotlable certlficates  Averape balance 642576, 6428760 T = | 544734 | 544,734 -
of deposit Term-and balance L B70,824 | 870824 0. . .= 515,480 515,480 —
Total Average balance - 2,505,508 1. 2,478,898 | 26,810 | 2,459,070 | 2,444,819 14,251
Term-end balance -8,211,709. { 3,166,533 | .. 45,175 .| 2,389,4M 2,365,678 23,783

Notes: 1. Tima daposits {n genem] = Tima deposita

Deregulated Interest rate time deposits {lixed) = Dercguiated intersst rate tima deposits for which the interest up 10 the duo date Is determined

when the deposits are mads.

Deregulated imeresi rate time deposlia (floating} = Deregulated Interest rato fima deposits for which the Interest varles atcording to chengss in

2. Uquki deposits = Daposits at notice + orclinary deposits + curment daposits
3. Average balance of domestic ofices’ foreign-currency-cdenominatad transactions in the internetional operations asctor has besn camputed by the
daty current method.

merkat Imerest ratas duing the period of deposit.
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Balance of Time Deposits by Residual Period

March 31

Lessthan3months. ......... . 986,276 | 362376 | - 23,900 { 218,008 208,695 12,310
B-6months ................. - 564395 | 63185 |- < 1,200 67,683 66,683 2,000
Gmonth-1year.............. 341,735 | 339,835 1,001 104,044 100,094 3,950
T=2YBars. . ...o.v... vevie... 1 436711 | 428861 | 7,850 354,077 314,777 39,300
OnBYBANS. .. .. 164,335 | 146,315 | 18,020 | 407,814 396,214 11,400
Morethan 3years ............ . 435,523 171,721 .| ‘263802 | 317.286 233,036 84,260
Total ..o, 1,818,976 | 1,602,304 | 318,672 | 1,469,712 | 1,316,502 163,210
Outstanding Balance by Depositor

Margh 31

MUona of Yon, %)

COMPOTBHONS . . ...\ e eaiinnennes 727483 | 3144 421,172 22.61
Individuals .. ..., © 3271789 | - 5497, 1,148,527 61.40
Publicsector ... . ...t -37,408 . - le2 - 17,261 093
Financial institutions. .., ... ......... e | . eresss | 1197 280.584 16.08
Total .\ e 2313707 | . 100.00 . 1,862,646 100.00
Note: The abovo balsnce does not indude nogotiable cenificates of doposits In offishore markst accounts,

Deposits per Branch

Merch 31

{Number of Bronchas, MIfona of Yan)
SRR T -

o

Number of branches .......... 18 _ :
Doposits par branch .......... . 178,428 . 178428 { = = = 132,748 132,748 —
Note: Deposita Include negotiable certificates of deposits,

Deposits per Employee
March 31

7, e
Number of employses . cee | 327
Deposits per employes . ....... o RA20
Notes: 1. Deposits inchude negotiable certificatea of deposits.

2. Number of employees mpresents the average number of employess in each flscal year. Tha numiber of ernployees in domestic offices Includes
head office staff.
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Loan Opasnations
(Non-ConanEdated}

Loan Operations {(Non-Consolidated})

Outstanding Balance of Loans
Years Ended March 31

L

Average balance

-2 038 928 '

2,209.732

2 138, 136

Loans on deeds 2,162,058
Term-end balance 2 475, 924_ -ge85,167 | ¢ 8 2,114,757 | 2,022,296 92,461
Loans on notes  Average balance 252,200 | " 251,467 . .[.83%| a72.219 | 871,537 681
Term-end balance|. - 264,5837| .- 084,683 "| . 292,625 202,195 429
Overdrafts Average balance | 190,418 | 199,418 [ - =| 165393 | 185303 _
Term-and balance 281,437 281,437 | - 191,817 191,817 —_
Bills discounted Average balance 3.633 |- 3,633 - 4,748 4,748 —_
Term-end balance - 3,445.) 3445, - . — 6,181 8,181 —_
Total Average hatance | 2:617,401 | 2,491,437 | 125,983 | 2,762,094 | 2,879,818 | 72,277
Term-end balance| 3,025,301 | 2,834,625 190,766 | 2,605,381 2,512,480 92,891

Notes: 1. The averzge balance of fareign-currency-denominated transactions by domastic offices in intemational operations has bean ca'culated using the
dally curvent mathod.
2. The Bank carrias out partial and direct write-off of loans. This also applles to the table shown below,

Balance by Residual Period

Marzh 31

X0d Jnteres tal
Lass than 1 year . 1442817 || e 979,380
T-3Years. .. ..ot 784,662 | ' 3BB.320°[ 306,341 | 617630 386058{ 231,673
G-SVBAMS. . it 671,232 218,646 462,586 619,186 287,077 332,119
BT YOAS. .« eiieeennnnns 212,50.{ 71,860 .. 140.730)f 183,110 69,781 113,329
Over7yaars ....oovvvvvennss 213,823-|- 108,211 | 104611 205,521 122,635 82,888
Indefinite period . . .. .......... 4B5. c= o 4Bse 532 —_ 532
Total ..o .-3,025,391 - —"","| 2,605,381
Nate: No distingtion has baen mads between fixed interest and noallng interaal lor loans wﬁh a residual perlod of 1883 than 1 ysar
Ratio of Loans and Bills Discounted to Debentures/Deposits

{Mions of Yon, %)

Loans and bils discounted (). .. | 3,025,391 | 2,834,625 [ - 190, 766 | 2,605,381 | 2,612,490 92,891
Debentures and deposits (B) . 4,276,040 | 4,230,864 45,175 | 3,241,484 | 3,217,671 23,793
AVB). .ot ~.70.75 6809 | 42227, 80.37 78.08 390.41
Average during theyear. . ...... corred| . V7478 | - 47335 81.22 79.43 507.17

Notes: 1. Debentures do not include debenture subscriptiona.
2. Deposits include nagotiable certificales of deposhs.

Loans to Small and Medium-Sized Corporations

{Number of Borrowers, Mllons of Yen, %)

E N > KRS 3 A ! 37y &
Total domestic loans (A). ................... 5,166 2,567,714

Loans to small and medium-sized L :
corporations (B)............... e . 4017 1,389,558

BVA. .. .. e e e ' ' B4.34 46.32

Notas: 1. In this table, the balants of loana and bills discounted does not Includs offshone banking Becounts.
2. Small and mediurn-sizad corporations, etc. are defined as companies having capital of not maore than Y300 million {¥100 milion in wholesale, and
¥50 miion in retall and services business catagories), or companies and Individuals wilh nol mom (han 306 full-lime smployees (100 in whole-
sals, 50 in retall and 100 In services business categorias).

4,763 2,909,773

4,357
84.34

1,047,661
40.80
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Breakdown of Loans and Bills Discounted by Industry
March 31

(ldons of Yoo, %)

Ty i o K b e L e P UL i o e hmbend it .5 SRl W b b Ea Y] 17100
Loans by demestic offige: S !

{excluding Japan Offshore Market accounts) . .,........ 2,999,773 [ - '100.00 | 2,667,714 100.00
MENUTACRURNG . ... ev et e iee et et caens 58,300 - 1198 | ar2,547 14.61
Agricutture, foresty and RS RS

fISHBABS . ..o\t ite it et T 5289 RUALS 5629 Q.22
T S P  Bo3s| 0 o023 1,660 0.07

CONSHUCHON. . . .« e ettt iie e et criinieeaeenn 85703 1 219 109,054 4.26
UIIIBE .+ 4 e e v ee et e et ee et e annaeenenns | .18,083 | - 0.60 18,098 070
Information and B o

COMMUNICAUONS . . ..t v e veeeeereraeenrneraerns . B4gT2 1.82 B4,173 2.50

TEBNSPOM + v vt eessr e eiie it ie e 193,941 6.47 191,147 7.44
Wholosale and retail . . . ... .. .vueereereiniainiiiein. 263,900 8.80 | 231,461 9.01
Financial and insurance .......... ..., Fera e 453,402 1511 332,772 12.96
Realestate .. .......... e e e 690,750 . 23.03. 541,991 21.1
VarioUS SBIVICOS .. .o v v vrve it ‘. 468,054 |. 1560 425,430 16.57
Local government ..., .. e 17,721 10,69 8,208 0.32
Others ......... .o viivanas L by T '403,005. - 1343 266,540 10.34

Loans by overseas offices - . ’

(mcluding Japan Offshore Market accounts) ........... 25618 | . 100.00 37,867 100.00
Financialinstitutions . .. . ... .. o i i R T — — —
Others . ... ..uieiiiiiii i ianianans e ) 25618 | 100.00. 37,667 100.00

Total ...l T PR ... | -3,025,391 2,605,381

Loans under Risk Management, by Industry

March 31 (ions of Yen)
Loans by domestic offlces

{exciuding Japan Offshore Market accounts)

ManUfBCIUANG ..o ov i i e e i e e 7916 14,848
Agriculture, foresty andfisheries. .. .........coviii i — —_
1, 121~ T R R R - —
Construction. .......... e b eee e 919 32,739
101114 5 R R 22 43
Information and COMMUNICBHONS + ..« v vuv v i e . 1B 265
Transport .. ... cvininrnenin N 1,067 ° 1,981
Wholesals endretait . ..................00 e e 920 635
Financial and INSUFANCE .. .\ .vvvvrvre e i aasraer e e 28 4,591
Realestate . . ..ot e i cr ey eter e 2,669 12,873
Varous BerviCeS ... - oo cver i irarrans e 7,436 - 25,805
LOCE) QOVEIMMENT . ...\t e i iiir e iaaannnaainr et b Lo, -
L3 1] ¢- J  RE TEER - 30 673
TOAL .\ttt t e et e e e ettt 21,029 84,427
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Laan Operstions
[Nun-Conssiidutes)

Balance of Loans and Bills Discounted, Classified by Purpose

_ vlions of Yon, %)
Funds for capital investment . ..... Ceereiieds |- 584,984 | - 34 . 564,372 22.81
Funds for working capital .................. . 2,440407. | . . .BOBE- . 2,011,009 77.19
TOtl . oo e coee.. ] . 3,025,891 100,00 2,605,361 100.00
Breakdown of Balance of Acceptances and Guarantees

{Milions of Yen)
Acceptances of bills. , .
Lettersofcredit .. .. ....... RN PN e - —_
LR T T e . -19412 14,680
Total ........ L e ek ek e e e e 19,412 14,690
Breakdown of Loans and Bills Discountad by Collateral

MTons of Yen)

008 o

BOOUTHIBS . « s v ve ettt ee e ettt e st . -202,981- 61,149
Claims . . ..o i i e e et mma ey : - 662,877 516,932
Memchandlse ... ... ... it i i st e e : .- 760 -
Landand bulldings ... .o iin it i i e e ' 540,604 676,567
Factorles ............... e ek e e e e e, " 1,287, 1,037
FOUNTAHOMS . . . .o . sttt ettt e e s teenteateareai e raranns - 181,281 178,064
Vassals ........c.oivinain e taa st aea e, ! - 45599 34,432
L8137 T T T T B .813,333 632,805

SUBTOMAL. . . . v\ vvee e e e 2,328,610 2,000,979
Guarantees . ......... e e e ' 132,846 - 132,238
[ S ; |'563,936 . 472,163
R I <. 3,025,301, 2,605,381
Note: Includes coltateral in which the Bank has a third-party-parfacted securlty interest,
Breakdown of Collateral for Customers' Liabilities for Acceptances and Guarantees vy
Securities . . e e e e .- —
Commercial CHITIS 4. ..v et e et ‘ 1,845 1,004 '
Real @state. .. .. ..ot e e o 4,248 3,923
Others . . ....viivin i R T T T oo TlaTes 3,800

Total . veeeiian. T D - T 8,733
Y R [ E 196
Unsacured . .. .oo i e e s e e e . 9,362 5,760
TOWAN .o ve e e T . 19412 14,690
Consumer Loans Qutstanding

M Eona of Yan)
90051

CONSUMErIOANS. .. ..ottt it i ie s e nniea e eeaanss e |- 25017 22,985

HOUSING I0BNS .. .ottt iee e ianis e iacnrinrsrnnnnsns . 16,747 16,174

L6117 S T T T N P T Y oL - 8,270 6,810

Note: Consumer loans outstanding Includes peceanal housing loans, es well as personal loang for gonsral spending purposes and tax payments, and doss
not includa businass loans to sole prapristorships or thelr ownare,
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Loans per Branch

Pumber of Bronches, Milons of Yon)

Numberof branches . .........

Loans perbranch ............ |.. 168077 | 1eso77 | - =1 144748 144,743 —
Loans per Employee
Nurmber of Employses, Mons of Yen)
Ny )

7

; 4 Total oftlons | Ovarsens oice ol g
Number of employees ... ...... 1,327 . 1,827 - 1,342 1,342 -
Loans peremployes .......... . 22790 . ..2279 = 1,941 1,941 —

MNote: Number of smploysas represents the averags number of employses in each fisca’ year Tha number of employess In domestic offices includes hesad

office staff.
Write-Off of Loans
Write-offofloans .. ........ e e e 5,554 4,239
Resarves for Possible Loan Losses
Yaars Endod March 31
Mo of Yon)

Genaral raserve for possible

62,699

loanfosses. . ..............- = 127,890 | 95,862 — | 127,890 | 95,852
Spacific reserve losses ........ 6523 | 18,653 | 45167 32006 | 18,653 [ 33,769 | 36503 | 9,262 | 30477 | 96,528
Possible loan fosses related = ) :
to non-residents . .......... —-]. =1 = =4 = - — - - -
Provision for country risk reserva. . 83| 355 —| .e83| 355 683 683 — 663 A83

Country Risk Reservs
March 31

(ATons of Yen)

IPUEOMBEIA . v\ v v ettt et eee et e e . e 7.769 7.168
Total . .eeieainn, e e A 7,168
(Percentage Df10tal ASSEE) . -, v ve vt vree ettt anann, U IR G 1- AR (0.44%)

Note: Receivakiss assoclated with specific overasas countries conelst of lcans and blls discounted, and are provided for aa reserves for poasile ban

losses {country risk reserve).
Transactions with Major Sharcholder Groups
MNumber of Bormwers, Millons of Yan)
41 A%t
Cerberus Group {Number of borrowers) 2
{Cradit balance) 14,300. 15,271
ORIX Group (Number of borrowers) 4 7
(Crodit balancs) J21,511 12,800
Toklo Marine & Nichlde Fire Insurance Group (Numbsr of borrowers) .2 2
: {Credit balance) 1.650 606
Totzl (Number of borrowers) . 8 11
(Credit balance) - 37,481 28,677

Notes: 1. FAguses for cradii batances refar to credit extended by Aozora Hank, lla subsidiaries and afflialed companios.
2. The BankY “major sharehokder groupa” refer o major shareholders (Le. those with over 10% of tha Bank'® sharsholder voting rights) as wal as

thel subsidiaries and affilated compenles.

3. Trangactions with major shamhokier groups include loang, customera' Babilties for acceptances and guarsnteas, sguily hokdnga/ntemssl and

dartvalive transactions.

0212




01 mraduction

G4 Businass Operauiony

Securities (Non-Consolidated)

QOutstanding Balance and Average Balance of Securities Held

" Securities Busless
[Non-Consclidated}

internatione! Cperations
[Non-Censalidatedh

[+]
ong g Total [ ey

Total Average balance | 1,711,844.| -1, - 698,105 | 1,150,573 852,044
{%) _ (100,00} - ¢ (100, " '{100.00) (100.00} (100.00) (100.00}
Term-end balance | 1,797,623 | ~ 1,034,192 | -~ 763,430 | 1,234,662 754,853 479,808
{%) _:{100.00)| - :{100.00})] -..(100.00) (100.00) (100.00} {100.00)
Natonal Average balance S TET247)  TST4 ). . - 736,637 736,837 —
govemment (%) . (44,23 - {74.69)| - — (64.02) (86.45) —_
bonds Term-end balance 732,070 732,070 | —_ 638,182 538,182 —
(96} {40.73) (70.79) — (43.59) (71.30} —
Local Average balance 2,977 2,977 - 6,025 6,026 —
govemment (%) {0.17) {0.29) — {0.52) {0.71} -
bonds Term-end balance 3,369 3,369 —_ 5,964 5,964 -
(%} {0.19) {0.33) — {0.48) (0.79} —_

Short-tarm  Average balance - - — —

corporate (96} — - — _
bonds Term-end balance — - — — — —

(%) el - — — -
Corporate  Average balance o 7R273.1 . 72273 -— 68,361 68,381 -
bonds (%) (4229)] .. @19 = (5.16) {6.87) -
Term-end balance | 75379 | - 75,379 S = 65,924 65,924 —
(96) - 14.19) 29y .. — {5.34) #.73) —
Stocks Average balance 368,627 36,627 S - 8,237 8,237 -
(%) {2.34) (3.61) = {C.72) {0.97) -
Term-end balance 47,339 47339 | . = 7,803 7,803 -
{%) (2.63) {4.58) = {0.63) {1.03) —
Cthers Average balance 842,842 “144,738 . 698,105 340,311 41,782 298,528
(%) {49.24) - (14.28)] - - (100.00) {29.68) (4.90) (100.00}
Term-end balance ‘939,464 | 176,033 763,430 616,787 138,978 479,808
(%) {s2.26)| . . {(17.01) {100.00) {49.96) {18.15) {100.Q0)

Notes: 1. Total for Othars is the sum of Domestlo operations and Inlemational cparations.

2. Average balance ol domesife oflices’ foreign-currency-cenominated transaciions in ntemational cperations Is computed by the dalty current methad,

Balance of Securities by Residual Period

A Al ngaL -. & ph o ¥ . " -,

Lessthan1year ... | 567.914]  '55{" =] 4,187 - 58,828 300,080 51 ~| 13,136 17,116
1-3years.......... 4000 . 588] = -} 21,518( - B4,191| 5,054 359 -| 29,430 69,841
JEyears.......... 80,724 794 ' =} 25,336 200,742 20,855 1,783 -~ 19,663 141,473
5-7years.......... 4,935 21, - -] 15,537 8712 5215 316 —| 3,704 8923
=-10years......... 8,657 1,304 —1 . 3,800 39,106 5.114| 2978 -_ -— 18,055
Over 10years ... 83848] - 435 | =}/  |1e3480| 1n.083] 463 - - 123,680
Indefinite perlod..... T T =] 47.330] 384,414 -— — - —}| 7,803{ 230,794
Total............... .732,070]. 3385| - - —| . 75379 47,339 939,464 | 538,082 5,964 —| 65,924 7,803 ] 616,787
Ratio of Securitios to Debentures and Deposits

e

i Tote Dperatt Bratle i atichs
Securities (A) . 1,797,623 | 1,084,162 763,430 | 1,234,862 754,853 479,808
Bonds and deposits (B) .. ... ... . 4,278,040 | 4,230,884 45,176 | 3,241,484 | 3217671 23,793
Ratio (AWB) . ......ovvvnnn.. 42.03 24.44 1,689,091 38.08 23.45 | 2,018.58
Average during the year, , . ..... 50.97 30.42. | . 2,623,388 33.95 25.25 2,094.79

Notas: 1. Debenitures do rot include debenture subscriptions.
2. Deposils nclude negotiable certificates of deposits,
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Securities Business (Non-Consolidated)

Underwriting of Public Bonds

National governmant-BONGS ... ...« vouv o vrerrrrierioriniinreesns 0,77 66,428
Local government bends and govermment-guaranteed bonds .......... .. © 12,490 65,325
1 T T P T 7 . ea287. 131,753

(MiFons of Yen)
National gOvernment Bonds . ...........vvvrviiunriereeriiininen. = -
Local government bonds and government-guaranteadbonds ............ . L= 2,900
[~ L L e 2,900
SOOUANIES IMVESIMEIL EIISES 1 . o+ v v v et st r e e reeeeeesesnraes s . 79,584 71,042

{vions of Yan}

National government bonds (tradingaccount) .. .. ............. ...t L 55 83,121

Local government bonds {trading account) . ...... b o = 34
Govarnmant-guaranteed bonds (trading account). ... ......oo ... o - —
Dabantures (FBdiNg BCCOUMY - .. v\ ven s e et eeeeereeneens L = -
Total ........... e T PP . a3y 83,155

Note; The Bark has estabfshed a trading account.

International Operations (Non-Consolidated)

Foreign Exchange Transactions

Iy it e S ' . s Lot H L
Outward exchanges: Foreignbillssold. . .. .......... » - 3
Forsignbllsbought .........coouvinn Y I 0
Incoming exchanges: Foreignbillspayable...................... ' ' 3,345 o 8,073
Forelgn bils mceivable .. ........... e T Lo —
10,043

Balance of assets in international :
operations ...............00 1,108,461 | 1,109,481 - 698,075 698,075 —
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-Caghtallzation
(Non:Consalidutad)

Derivative Transactions

Hedge accounting for Intarast rata risk
= The Bank appiied hedge accouniing in accondance with the rules stiputated In ICPA Industry Audit Committes Rapori No, 24,

Hadgoe accounting for exchangs rate risk
+ The Bank applied hedge accounting in accordance with the rules stipu'ated s JICPA Industry Audit Committea Report No. 25,

Notes: 1. Urvealzed gains oOr (08389 on hedging instruments that qualify for hedge accounting are shown below.
2. Valuation gains (losses) from interest rate swaps included accrued interest income on interest rale swap transections of ¥581 milion lor the fiscal
yaor ended March 31, 2008, and Y263 milon for tho flacal year ended March 31, 2005,
3. valuation gaina {(losses) inom curmancy swaps included accrued interest axpensas on cumency swaop transactions of ¥2,537 milllon for tha fisoal
ysar ended March 31, 2008, and ¥7568 milion for the flacal year anded March 31, 2005,

Interest Rate Swaps
Yoars Endad March 31

751,300

................ oo 1,198,300 |-
Recetvahle fixed rate/ s ; 1+ A :
Payah'e floating rate .............. 1,180,300 1. ‘945600 | . -(i1,588) | .- (11,588} 751,300 | 640,300 1,048 1.048
Receivabla foating rate/ T L
Payablafixedrate . ............... — |- - L= .- — - - —
Recelvabie floating rate/ I
Payable floating rate ... ........... —1. el e T - — - -

*{11,688)

Currency Swaps
Years Endeg March 31

Total .euitieininnens. . 23484, | (1.860)] (1,880 213,728 | 31,683 (351) (s51)
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Capitalization (Non-Conselidated)

History of Capitalization

B

1 w‘_ cﬁﬁ‘. Atk iy bl b o Bl Ly 1-1.-«".}‘!‘-‘.
Sep. 2000 66,666 419,781 Compensatory private placement (common stock, 333,334 thousand shares);

Issue price ¥300; Transfer to capital ¥200

Oct. 2000 (260,000) 159,781 Non-compensatory reduction of capital

+ Capltat reduction of ¥105,287 millon by redemption of the 2nd preferred
stock, 102,000 thousand shares; the 3rd preferred stock, 388,398 thousand
shares; and the 4ih peefarred stock, 71,858 thousand shares

* Capital reduction of ¥154,712 million exceeding face amount of cormmon
stock and transferred to capital

QOct. 2000 260,000 419,781 GCompensatory private placement {the Sth preferred stock, 866,887 thousand

shares); lssue price ¥300; Transfer to capital ¥300

Major Shareholders
(As of March 31, 2006}

a. Common Stock

T
Cerberus NCB Acquisition, L.P., General Partner
Cerberus Aozora GPLLG . ... .o vivinirniennnn s, . 1,753,328 thousand 61.84%

ORIXCorporation . .........iiii ittt iaiena, 425,041 14.99
Toklo Marine & Nichido Fire Insurance Co., Ltd. ......vnvveuss 425,041 14.99
THE NISHI-NIPPON CITY BANK, LTD. ..o vivaveinnernninnss 11,380 0.40
ShinkinCantral Bank . .. ..., iervnraonanrrinnoansnes 5,680 0.20
The Shinkuml Federation Bank .........coovviinniiainn., 5,680 0.20
The'RoklnrenBark ......... ..o iiiiiiiniiiien 5,680 0.20
THE MICHINOKU BANK, LTD. ... ...t i iiaiarnnes 5,680 0.20
The Hachijuni Bank, Lid. ... iniiiiiaisiana ‘e 5,880 0.20
SurugaBankLtd, ... i e e 6,680 0.20
The Bank of Kyoto, id. ...... e e ie e 5,680 0.20
The Chugoku Bank, Limited ......ccvvviienniainen. Caaes 5,680 0.20
The Hiroshima Barnk, Ltd. . ............cooiviian, chaees 5,680 0.20
The Yamaguchi Bank, Ltd. ............coiiiiiiinas Cia. 5,680 0.20
THE BANK OF FUKUOKA, LTD. ........o.c0. N 5,680 0.20
THE SHINWABANK, LTD. ... iiiiiii i cannas 5,880 0.20
Momii Bank, Ltd. ............. . 0ol N 5,680 .20
L003T PN 146,260 5.18
Total. . s 2,834,870 100.00
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Corporate Data
Corporate History
April 1957 Established as The Nippon Fudosan Bank, Limited (capital: ¥1 billon} in accordance with the
Long-Term Cradit Bank Law
November Started [ssuance of debentures
September 1958 Started Issuance of discount debentures
July 1864 Started foreign exchange business as an authorized foreign exchange bank
September Listed stock on the Tokyo Stock Exchange
February’ 1970 Usted stock on the Osaka Securities Exchange
Qocicber 1977 Changed name to The Nippon Credit Bank, Ltd.
May 1991 Established NCB Private Equity Co., Ltd. {currently Aczora Investment Co., Ltd.)
February 1994 Established The Nippon Credit Trust Bank, Ltd. {currently Aczora Trust Bank, Ltd.}, the first
domestic subsidiary classified as other type of business
Docember 1898 Started special public management In accordanca with the Financlal Reconstruction Law and
terminated listing of stock on the Tokyo Stock Exchange and the Osaka Securities Exchange
June 1599 Established NCB Servicer Co., Ltd. {currently ACZORA Loan Services Co., Ltd.), and
commenced servicer operations In September 1998
September 2000 Share Purchase Agreement regarding the transfer of the Bank's shares was signed between

Deposlt insurance Corporation and SOFTBANK CORP,, ORIX Corparation, The Tokio Marine and
Fire Insurance Co., Lid. {currently Tokio Marine & Nichido Fire Insurance Ca., Ltd.), and other
financial institutions

Ended speclal public management

November Commenced telephons banking services

Januaty 200 Changed name to Aorora Bank, Ltd.

April Launched Aczora Direct Time Deposit as a product exciusively avallatle through telephone
banidng

October 2002 Commenced over-the-counter seles of parsanal pension life Insurance policies

March 2003 Moved headquarters

September Through a common stock tender offer condusted in accordance with the Securities Exchange

Law, all common stock of the Bank hald by SOFTBANK CORP. was transferned to the ownership
of Cerberus NCB Acquisition, L.P, General Partner Cerberus Aozora GP LLC

Qctober 2004 Launched Aozora Pockst Time Deposit (permits partial withdrawals before maturity)
June 2005 Launched Excellant First time depostt {callabls tima depostt)
April 2006 Converted from “Long-Termn Credit Bank" to an "Ordinary Bank®

Issued Straight Bond

Established a securtty subsidiary, “Aozora Securities Co., Lid.”
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Business Activities

® Debenturas
Issuance of debantures and discounted debentures

¢ Deposlts
Deposits
Checking accounts, savings accounts, time deposits, deposits-at-notice, tax-savings deposits, non-rasidents deposits In yen
and daposits In forelgn curancies
Ceortificates of depasit
Limited to national and tocal public entities, bond managemant fims and other specifisd customers

® Lending and guarantee of liabillties
Loans
Loana on deeds, Loans on notes and Overdraft
Discount on promissory notes
Bankers' acceptances and Discounts on commercigl bills and documentary drafts
Other
Guarantee of labilties {acceptances and guarantees)

® Sscurities
Securities irvestment business
Underwriting of public bonds
Over-tha-counter sales of pubic bonds, including national govemment bongds, and seourities investment trusta
Sales and purchase of securities products
Racalpt of payment for stocks or corporate bonds, and payment of dividends
Reglstration of public bonds Bsa reglstered institution under the Corporate Bonds Registration Law
Consignment business for soliciting or managing public bonds
Trust business for securad corporate bonds

» Domaestic exchange
Such services as money orders between branches of the Bank and those of ather banks, collection of payments, stc.

» Forelgn exchange
Ramittance to forelgn countries and other foreign-currency-related businesses

» Other services

Revenue agency for Bank of Japan and agency business for national bonds

Receipt of public funds of lacal public entities, including Tokyo

Agency buslness for: Japan Finance Corporation for Small and Medium Enterprise; Organtzation for Workers' Retirement
Allowance Mutuat Aid; Government Pension Investment Fund; Japan National Oil Corporation; and Welfere and Medical
Service Agency

Custody services

Rantal of safe-cleposit boxes

Lending of securities

Commerclal paper

Interest rate, currency and other derivative transactions

Over-tha-counter sales of insurance products
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Office Directory
{Aa of July 1, 2006)

Overseas Network

» Representative Offices

New York Representative Singapore Representative Seouf Representative Jakarta Representative
Office Office Office Offlce
Chef Representative Heed of South East Asia Senfor Reprasentative Chief Representative
Toshiki Yoshizawa Masanao Kobayashi Masayuld Ohga Hlroshl Matsumoto
Address Addrass Address Address
450 Park Avenus, 22nd Floor, 6 Ternasek Boulevard, 12th Floor, Kyobo Bullding, 17th Foor, Jakarta Stock
New York, NY 10022, U.S.A, #23-02 Suntec Tower 4, 1, 1-ka, Chongro, Exchanga Building Tower I,
Tel: +1-212-759-3900 Singapore 038966, Chongro-ku, Seoul 110-714, JI. Jend. Sudlrman Kav,
Fab: +1-212-759-3811 Singapore Republic of Korea 62-63, Jakarta 12190,
Tel: +685-6333-6761 Tel: +82-2-734-8120 Indonesia
Fax: +65-6333-6807 Fax: +B2-2-734-8126 Tel: +82-21-515-5155

Domestic Network

® HEAD COFFICE

3-1, Kudan-minam! 1-chome,
Chiyoda-ku, Tokyo 102-8560,
Japan

Tel: +81-3-3263-1111

Telex: J26921, J28788
{Genera))

NCBTOK

SWIFT: NCBTJPJT

¢ BRANCH OFFICES
Sapporo

1-4, Kita Sanjo-Nisht 4-chome,
Chuo-ku, Sapporo 060-0003
Telk 011-241-8171

Sendal

2-1, Chuo 3-chome, Aoba-ku,
Sendal 980-0021
Tel: 022-225-1171

Shinjulu

37-11, Shinjuku 3-chome,
Shinjulku-ku, Tokyo 160-0022
Tel: 03-3354-1600

Shibuya

24-12, Shibuya 1-chome, Shibuya-al,
Tokyo 150-0002
Tel: 03-3409-6411

Ueno

6-12, Uena 2-choma, Talto-ku,
Tokyo 110-0005
Tel: 03-3835-7611

Fax: +62-21-615-5156

tkebidairo Osaka
28-13, Minaml-lkebukuro 2-chome, 2-3, Namba 2-chome, Chuo-ku,
Toshima-ku, Tokyo 171-0022 Osaka 542-0076

Tel: 03-3088-0911 Tel: 06-4708-2051

Chiba Umeda

3-1, Fullmi 2-chome, Chuo-ku, 47, Kakutacho 8-chome, Kita-ly,
Chiba 260-0015 Csaka 630-0017

Tel: 043-227-3111 Tel: 06-6315-1111

Yokohama Hiroshima

4-1, Kita-saiwal 1-chorme, Nishi-ku, 13-13, Motomachi, Naka-ku,
Yokohama 220-0004 Hirgghima 730-0011

Tel: 045-319-1588 Tel: 082-211-0125

Kanarawa Takamatsu

37, Takaokacho 2-chomse, B8-1, Bancho 1-choma,
Kenazawa 920-0884 Tekamatsu 760-0017

Tel: 076-231-4151 Tel: 087-821-5521

Nagoya Fikuoka

5-28, Meigk 4-chome, Nakamura-ku, 14-18, Tenjin 1-chomsa, Chuo-ku,
Nagoya 450-0002 Fukuaka 810-0001

Tek 052-566-1900

Kyoto

Qike- Kado, Hawaramachi-dori,
Nelagyo-ku, Kyoto 604-8008
Tat: 075-211-3341

Kansal

5-7, Honmachl 3-chome,

Chuo-ku, Osaka 541-0053

Tol: 06-6263-2512

{Kansal Branch dea's solely with corporate clenta)

Tel: 092-751-8627
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Business Network
{As of March 31, 2006)

"Al companies fisted below aro congolidated subsidiarias,

e Hoad Dffice
bfiss  and branches
' Manafiiiate  (Aozora Trust Bank, Lid)
% Mead Ofice
anc branches
Maln affiste  Aczora Trust Bank, Lid, Taust services, banking oparaiions
| Maln affilates  ADZORA Loan Strvices Co., Lid. Distressed loan servicing
' Apzora Investmant Co.,, Lid, Ventuwe capitel invagiment
Aczora Business Servica Co., Lid. Adminfstrative temporary stalf services
Aczora Informalion Systems Co., Ltd.  Systems develooment
AZURE Funding invesiment vahicla

Adzora Asia Paclfic Ainance Limited Financlal services
Aazora nvestment Management Limlied  Anancial servicas

Subsidiaries

{As of July 1, 2008)
Aozora Trust Bank, Ltd. Chivoda-ku, Tokyo
AQZORA Loan Services 13-6, Kudan-kita 1-choma, Distressed lcan June 18, | oo 678 _
Co,, Ltd. Chivoda-ku, Tokyo gervicing 1886 ’
3-1, Kudan-minami 1-chome, Venture capital May 17, _
Aozora Investment Co., Etd, Chi o, Tokyo fnvest 1091 20 | 1000
Aozora Information Systems | 3-1, Kudan-minami 1-chome, Systems development Aprl 1, 150 | 1000 _
Co., Lid. Chiyoda-ku, Tokyo Admiristrative temporary 1867 ’
stafl gervices ‘
AQZORA SOFTWARE 17-11, Kanda-Nishikicho 3-choma, May 9, _
CORPORATION Ghiyoda-ku, Tokyo Systems development 1973] 12 1000
3-1, Kudan-minami 1-chome, . Apiil 27, -
Aozora Securltles Co., Ltd., Chiyoda-ta, Tokyo Securitles sarvices 2008 500 | 1000
Cayman Istands, British . August 8, _ —
AZURE Funding West Indies Investment vehicla 2004 0
Aozora Asla Pecific Finance . June 28, _
Limited Hong Kong Financlal services 2005 11,376 | 100.0
Aozora tnvestment March 28, -
Man o Limited London Financigl services 2006 717 | 100.0
Azure Funding Europe S.A, Luxembourg invasiment vehicle Apzlgo% 4 g9.9 —
Staff Profile (s of meren 31, 2006
Number of Employees Average Ags Averags Years of Service Averags Yearly Salary
1,369 (432} 38.2 4.3 8,823 thousand ven

Notsa: 1. The number of empioyess ncludes exacutive offcars and locally hired stafl oversers, but excludes temporary employess,
2. The figure In parenthases Is the average number of ternporary employees for the yoar.
3. Averaga yearly satary Includes bonuses end pay olher than fixed WAQes,
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Tel: +81-3-3263-1111
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